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Third-party logistics (3PL) providers are an important link in the global supply chain. 
Their core competencies are organising multi-modal global shipments and creating 
value for their customers (manufacturers/ retailers) through cost advantages, and 
economies of scale and skill. With the global trend towards logistics outsourcing, 
more and more manufacturers/ retailers are turning to 3PL providers for the handling 
of their logistics requirements, as well as other value-added services such as customs 
clearance and just-in-time manufacturing. With the trend towards outsourcing, the 
partnership between the manufacturer/ retailer and the 3PL provider has become 
vital. As the business community places an increasing emphasis on shareholder value 
creation, 3PL providers are seeking to reform their strategy to create this value. This 
has given rise to the need to measure and improve the shareholder value for 3PL 
providers. The 3PL industry’s focus is on customer satisfaction and 3PL providers 
need to constantly upgrade their information technology (IT) and tracking 
technology to meet the needs of their customers. Thus 3PL providers also need to 
know the shareholder value created by emerging technological advances.   
 
In this thesis, the subject of study is 3PL providers, and the research is motivated by 
the need to improve shareholder value in these companies. It is in this context that 
the contribution of the thesis should be viewed. We concentrate on using the strategic 
profit model (SPM) and Economic Value-Added (EVA) to calculate shareholder 
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value for the 3PL providers. 
In chapter 2, we use the SPM and EVA models to develop the drivers of shareholder 
value of a 3PL. We apply these models, in Chapter 3, to three competitors of the 
freight forwarding sector of the 3PL industry, Exel, Expeditors and Eagle Global 
Logistics (EGL). We use the financial parameters (e.g. return on assets, operating 
expenses and assets), calculated from the SPM and EVA models, to compare these 
three competitors. The results show that Expeditors leads the group, followed by 
Exel and then EGL. The results are used to develop a set of recommendations that 
would drive each company’s strategy towards creating shareholder value.  
 
Chapter 4 studies the impact of outsourcing on the shareholder value of the two 
parties involved in the partnership, namely the manufacturer/ retailer and their 3PL 
provider. Manufacturers/ retailers and 3PL providers can use this research to 
determine whether or not they should enter into an outsourcing contract. The study 
concludes that manufacturers/ retailers would improve their shareholder value by 
outsourcing its warehousing and transportation logistics functions. 3PL providers, on 
the other hand, would have to meet certain conditions in order to create shareholder 
value. From these conditions, a set of criteria for choosing a customer is developed. 
3PL providers can use these criteria to determine the kind of customer to partner 
with. Finally, in chapter 5, we study the impact of an emerging technology, radio 
frequency identification (RFID), on the shareholder value of a 3PL provider. 3PL 
providers who are interested in implementing RFID can use this to understand the 
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impact it has on shareholder value. The study shows that RFID can improve the 
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CHAPTER 1: INTRODUCTION 
 
With the increasing focus on core competencies, many companies are outsourcing 
their logistics and supply chain operations to third-party logistics (3PL) providers. 
This has increased the importance of 3PL providers in the global business world. As 
the demand for their services increases, 3PL providers are seeking to reform their 
strategy to result in the creation of value for their shareholders.  
 
This thesis begins by providing an understanding of the 3PL industry and its trends. 
This is followed by a look at the methods that 3PL providers can use to measure their 
shareholder value. The chapter then identifies the 3PL providers that are studied in 
this thesis, as well as the specific sector of the 3PL industry that these providers 
belong to. In the last few sections of the thesis, the motivation, overview and 
contributions of this research are explained.  
 
1.1 THIRD PARTY LOGISTICS (3PL) INDUSTRY 
A third-party logistics (3PL) provider is an organization that manages and executes 
certain logistics functions, using its own assets and resources, or by having a 
relationship with others on behalf of another company. With the aim of cutting costs, 
focussing on core businesses and generating shareholder value, companies outsource 
their logistics functions to 3PL providers. Many of the companies that outsource 
come from the automotive, electronics, chemical and fast-moving consumer goods 
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sectors, among many others.  
The most frequently outsourced logistics activities are warehousing, transportation 
and freight management, freight payment and audit (O’Brien 2002). By outsourcing 
warehousing and transport management, companies benefit from a reduction of fixed 
assets and overall cost reduction. In addition, 3PL providers have access to best 
practices, the best warehouse/ transport management systems, and 
performance-based contracts that result in continuous improvement. 3PLs have 
greater capacity to handle these functions as these are their core competencies. 
Companies that outsource their freight payment and audit do so to reduce the 
logistics cost related to labour. The 3PL provider would manage the costs and issues 
of the lower-skilled labour as well as human-resource tasks such as interviewing and 
managing benefits.  
 
3PLs are able to achieve cost savings by helping their clients reduce their capital 
expenditure (by eliminating assets such as trucks and warehouses), working capital 
(by cutting inventories), and personnel cost (through labour contracts) (Bot, 
Neumann 2003). Companies are able to achieve savings of between 10% and 20% 
(Verespej 2002) by using a 3PL provider. These cost advantages have made 3PL 
providers a vital link in the global supply chain.  
 
This section has provided an insight into the 3PL industry to help us define the 
industry, understand its importance, as well as identify the services that the industry 
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provides. In the next section, we look at the trends of the industry. This would enable 
us to gain a deeper understanding of the direction in which the industry is headed. 
3PL providers can use this information to determine what their strategy to succeed 
should be.  
 
1.1.1 Trends in the 3PL industry 
The future trends of the industry are many. Firstly, the trend of consolidation (Bot, 
Neumann 2003) within the industry will continue to take place as 3PL providers seek 
to obtain customer accounts, new trade routes and expanded geographic coverage. 
To retain and attract customers, 3PL providers need to invest in sophisticated 
computerised customer service capabilities and obtain a stable worldwide network. 
Since smaller and middle-tier 3PL providers do not have the resources to achieve 
this, a significant amount of consolidation is taking place in the industry. Expeditors 
expects this trend to continue for the short- to medium-term (Expeditors Annual 
report 2002, http://www.expeditors.com/index.asp).  The trend of mergers and 
acquisitions has already taken place with the purchase of Mark VII by Exel and AEI 
by Deustche Post (Mid-Year Logistics Report 2002, p.1).  
 
The second trend is the emergence of fourth-party logistic (4PL) providers. A 4PL 
provider does not provide 3PL services, but manages various aspects of the 
relationship between clients and their 3PL providers (Lieb, Hickey 2002, p.7). 4PL 
providers aim to improve shareholder value through increased revenue, operating 
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cost reductions, working capital reductions and fixed capital reductions. They focus 
on the entire supply chain and not just one aspect of it (such as warehousing or 
transportation) resulting in improvements in customer satisfaction.   
 
Thirdly, despite the wide-range of services already provided by 3PL providers, 
customers expect even more (Bot, Neumann 2003). Customers want 3PL providers 
to redesign their supply chain to make them more efficient and inexpensive. As 
customers move from local to regional to global scales, they expect their logistics 
providers to continue to provide them with consistent services wherever they do 
business.  
 
3PLs need to build a strategy that is based on three related approaches: offering new 
sources of value for their customers, creating structural scale advantages and 
pursuing consolidation (Bot, Neumann 2003). To enable 3PL providers to focus on 
these issues, this thesis uses models to measure shareholder value and to develop a 
strategy for 3PL providers. Value-based performance measurement and the 
measurement models are explained in the next section.  
 
1.2 MEASURING SHAREHOLDER VALUE 
1.2.1 Value-based Performance Measurement 
Performance measurement is the method of assessing a company’s progress towards 
achieving its preset goals. Through key performance measures, an organisation’s 
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strategy is linked to its operations.  The objective of performance measurement and 
management is to increase the shareholder value, profitability, growth, 
competitiveness, quality, customer satisfaction, etc. of an organisation resulting in 
improved performance. (Moncla & Arents-Gregory December 2003).  
 
An important concept in performance measurement is benchmarking. Benchmarking 
is the systematic process of searching for the best business practices, innovative 
ideas and effective operating procedures to fuel progress and improvement (Bogan, 
English 1994, p.1). Benchmarking enables companies to compare their key 
performance measures internally or externally. An organisation can study practices 
and measure performance from within itself, or against its industry peers. 
Benchmarking helps organisations refine their strategy through the re-examination of 
products, prices, practices, strategies, structures and services against competitors and 
other industry leaders (Bogan, English 1994, p.9).  
 
A particular category of performance measures are financial performance measures. 
Financial measures indicate to top-management whether their strategy execution is 
leading to better bottom-line results (Niven 2003, p. 19). The financial metrics are 
based on information obtained from balance sheets, income statements and cashflow 
statements (Bogan, English 1994, p.57). Some examples of these metrics are revenue, 
gross profit, operating income, net income, earnings per share, long-term debt, cash 
flow, debt/ equity ration, etc. By adopting a performance measurement system based 
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on financial measures, companies can identify the key performance metrics that 
would result in improved financial outcomes.  
 
As customers place an increasing demand on companies to provide “value-added” 
services, it is becoming vital for companies to be able to measure the value of these 
services in order to justify a premium price for the services and ensure continued 
profitability (Lambert, Burduroglu 2000). Many organisations have adopted a new 
breed of performance measures that are based on shareholder value, known as 
value-based management.  
 
Shareholder value is the financial value created for shareholders by the companies in 
which they invest (Christopher, Ryals 1999, p.2). A shareholder is any holder of one 
or more shares in a company. The evidence of being a shareholder is in the form of a 
stock certificate. The shareholder value theory states that a company creates this 
value when it meets or exceeds a cost of capital that suitably reflects its investment 
risk (Lambert, Burduroglu 2000, p. 10).  
 
Companies are choosing to employ a system of measuring shareholder value for 
many reasons (Copeland, Koller, Murrin 1994, p.22). Firstly, value is the best metric 
of performance as it is the only measure that is comprehensive and hence is useful 
for decision-making. By increasing shareholder value, companies can maximize the 
value for other stakeholders (customers, labour and government (through taxes paid) 
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and suppliers of capital). Secondly, shareholders are the only stakeholders of a 
company who simultaneously maximize everyone’s claim in seeking to maximize 
their own. Lastly, companies that are unable to create shareholder value will find that 
capital flows away from them and towards their competitors who are creating 
shareholder value.  
 
In the next section, we take a look at the drivers of shareholder value.  
 
1.2.1.1 Key Value Drivers (KVD) 
Key value drivers (KVD) are the “value-based” performance metrics that influence 
the shareholder value of the business. An organization cannot act directly on value. It 
can act on things that influence value, for example, customer satisfaction, cost or 
capital expenditure. It is through such KVDs that senior management develops an 
understanding of the entire organization and establishes a dialogue of what needs to 
be accomplished (Copeland, Koller, Murrin 1994, p. 103).  
 
KVDs need to be organized in order to identify which value driver has the greatest 
impact on value. This would enable individual business units within an organization 
to monitor their performance and meet the targets set by the organisation. There are 
three levels of detail (Lambert, Burduroglu 2000, p. 12): 
z Generic value drivers are the strategy that drives the company. (e.g. sales growth 
rate, cash tax rate, operating profit margin, fixed and working capital needs, cost 
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of capital, planning horizon) 
z Business-unit level value drivers are the goals for each business-unit, and its 
managers, to achieve and enable a company to reach its strategic goals. (e.g. 
customer mix, sales force productivity, capacity management, operational yield, 
logistics service quality, total cost of logistics, order-to-delivery cycle time) 
z Operating value drivers are the basic value drivers that determine the operating 
decisions that managers will have to make to achieve their business-unit level 
goals. The operating value-drivers provide practical methods that managers can 
implement to achieve their goals. (e.g. dollars per visit, unit revenues, billable 
hours to total payroll hours, percent capacity utilized, cost per delivery, the mix 
of products in a truckload, order fill rate, inventory carrying costs, transportation 
costs and warehousing costs) 
 
The concepts of generic, business –unit level and operating value drivers will be 
used in Chapter 2 when we develop the value drivers for 3PL providers. We now 
look at the methods of measuring shareholder value.  
 
1.2.2 Methods of Measuring Shareholder Value 
The most common methods for measuring shareholder value are (Lambert, 
Burduroglu 2000, p.2): 
z Customer satisfaction 
z Customer value-added (CVA) 
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z Total cost analysis 
z Profitability analysis 
z Strategic Profit Model (SPM) 
z Economic Value-Added (EVA) 
For the purpose of this thesis, we will study the Strategic Profit Model (SPM) and 
Economic Value-Added (EVA) methods of measuring shareholder value. Appendix 1 
explains the remaining methods and the advantages and disadvantages of each of the 
methods of measuring the value.  
 
The advantages of the SPM and EVA models are that they enable the company to 
focus on shareholder value, are the most financially comprehensive of the above 
methods and provide a long-term orientation in their analysis. They are reliable and 
consistent methods of measuring the value of business, and how alternative 
strategies and investments will affect the company’s total shareholder value. Due to 
these advantages, the SPM and EVA models were chosen as methods of measuring 
shareholder value in this thesis. The next two sections briefly introduce these models. 
They are discussed and developed in greater detail in Chapter 2.  
 
1.2.2.1 Strategic Profit Model (SPM) 
The goal of any organisation is to succeed. A component of this success is increasing 
shareholder value (financial value created by an organisation for its shareholders). 
The Strategic Profit Model (Lambert, Burduroglu 2000, p. 9; Lambert, Stock 1993, p. 
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51) aims to demonstrate how the management of assets and revenues will influence 
the return on assets (ROA) and the return on net worth (RONW). RONW is defined 
as the return on shareholders’ investment plus retained earnings. The SPM is based 
on the DuPont Company’s executive charting system that was developed in 1919. 
These charts were created to present, in a visual format, the financial results of a 
company’s departments and of the entire company (Jablonsky, Barsky 2001, p.15). 
Please refer to Section 2.2 for greater detail about this model.  
 
1.2.2.2 Economic Value-Added (EVA) 
As managers became unhappy with traditional accounting measures that failed to 
generate information that was useful for decision-making, Stern Stewart & Co. 
(www.sternstewart.com), a US-based management consulting firm, created the 
economic value-added on the basis that managers should be creating shareholder 
value, rather than profits. EVA is a measure of the true economic profit of an 
organization. 
 
EVA is the net operating profit after tax (NOPAT) after subtracting the capital charge. 
The NOPAT of a company is defined as operating profit after taxation has been 
removed. The capital charge is an appropriate compensation to shareholders for the 
capital invested in a company. More detail about this model is available in Section 




The financial data needed for the SPM and EVA models are available from the 
income statements and balance sheets of companies. The income statement and 
balance sheet are briefly introduced in the next section.  
 
1.2.2.3 Income Statement and Balance Sheet Data 
The SPM and EVA models require financial data that is obtained from the income 
statements and balance sheets of the 3PL providers studied in this thesis. The 3PL 
providers studied in this thesis are publicly-listed companies, and hence this data is 
available publicly through their annual reports, which can be obtained from the 
companies’ websites.  
 
A company’s income statement is a record of its earnings or losses for a given period 
of time. It shows the money that the company earned (revenues) and spent (expenses) 
during this period. The balance sheet shows the assets, liabilities, debt and equity of 
a company. Knowing this information is important to understand whether or not the 
company is creating shareholder value for its investors. An explanation of the 
financial terms used in the income statement and balance sheet is provided in 
Appendix 2 and 3. The income statements and balance sheets of the 3PL providers 
studied in Chapter 3 are provided in Appendix 7.  
 
In Section 1.2, we have established the importance of studying shareholder value and 
the models (SPM and EVA) that will be used to calculate the value for 3PL providers. 
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___________________________________________________________________________________________23 
In the next section, we identify the 3PL providers that will be studied in this thesis. 
   
1.3 CHOOSING THE 3PL PLAYERS 
Section 1.1 has provided us with a clear understanding of the 3PL industry and its 
trends. Of the different services that 3PL providers offer, freight forwarding accounts 
for 58% of the most frequently outsourced logistics functions (Lieb, Hickey 2002, p. 
5). Hence, we have chosen the following freight forwarding companies: Exel, 
Expeditors and EGL. These companies have been chosen due to the similarity in the 
services provided by these companies, as well as their similar global reach.  
 
The freight forwarding industry is a growing sector and plays an important role in 
improving the efficiency of the supply chain. The freight forwarding industry is 
expected to grow at about 5%. The margins for airfreight, seafreight and 
groundfreight are between 2-4%. (Exel’s strategy conference presentation 2002, 
http://investor.exel.com/exelplc/).  
 
A freight forwarder procures shipments from customers and arranges the 
transportation of the cargo on a carrier (EGL Annual Report 2001, 
http://www.eaglegl.com/). The freight forwarder may also arrange pick-up and 
delivery of the shipment, and customise shipments according to the customer’s price 
and service requirements. Freight forwarders may own small vehicles (such as trucks, 
trailers and vans), as well as warehouse space to conduct their operations. However, 
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they do not own their own fleet of aircraft or ships.  
 




Exel is one of the leading 3PL companies in the world, with operations in over 120 
countries around the world and a turnover of over US$7 billion in 2002 
(www.exel.com/). Exel serves more than 70% of the world’s largest, non-financial 
companies and its customers come mainly from the technology, consumer, retail and 
automotive industries. The company has established its presence in the Americas 
(35%), Europe (49%) and Asia Pacific (16%).  
 
Exel’s logistics operations can be divided into two main segments: freight 
forwarding and contract logistics. Its freight forwarding business includes airfreight 
and ocean freight forwarding, customs brokerage and the arrangement of freight 
transportation by a combination of road and rail (multimodal services). Exel’s 
contract logistics business includes supply-chain management services (such as 
warehousing and distribution, assembly, and just-in-time manufacturing). The 
company’s freight forwarding division accounts for 49% of logistics revenues and its 
contract logistics division for 51%. By providing both these areas of service, Exel is 
able to be an integrated logistics provider. Exel’s competitive advantage lies in its 
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global reach and large customer base which has been increased through acquisitions 
and the opening of new facilities in new countries. The focus of Exel’s strategy is on 
creating value for their customers. Exel owns its own warehouse space, as well as 
transportation vehicles that include trucks, trailers and vans.  
 
In this thesis, Exel’s freight forwarding division will be analysed and compared to its 
competitors in this sector. 
 
1.3.2 Expeditors 
Expeditors International of Washington, Inc (Expeditors) is a global logistics 
company that maintains about 170 offices in more than 50 countries around the 
world (www.expeditors.com/index.asp). The company’s services include air and 
ocean freight forwarding, vendor consolidation, customs brokerage, cargo insurance, 
ocean consolidation, distribution and value-added services. Expeditors satisfies the 
increasingly sophisticated needs of its customers through a worldwide network of 
responsive and highly-trained professionals, as well as integrated information 
systems.  
 
The company is a non-asset based freight forwarder and this enables them to give 
their customers more flexibility in freight management. Expeditors does not own its 
own transportation assets (like aircrafts and ships), but it does own small vehicles 
(such as trucks and vans) and warehousing space. The Company pursues a strategy 
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emphasizing organic growth supplemented by certain strategic acquisitions where 
the future economic benefit significantly exceeds the “goodwill” recorded in the 
transaction. 
 
1.3.3 Eagle Global Logistics (EGL) 
Eagle Global Logistics (EGL) is a provider of end-to-end supply chain solutions and 
has core competencies in domestic and international freight transportation, integrated 
logistics management and information technology (www.eaglegl.com/). EGL prides 
itself with its strong financial position, global network of company-owned offices 
and partnerships and a solid operational infrastructure. EGL’s network consists of 
400 facilities located in about 100 countries around the globe. Being a non-asset 
based freight forwarder, EGL’s customer’s goods are transported by commercial 
carriers while EGL manages the entire shipment process including services such as 
document preparation, insurance and monitoring. The company also provides local 
pickup and delivery, customs brokerage services in addition to online tracking. 
 
1.4 MOTIVATION FOR THIS RESEARCH 
The research documented in this dissertation has been motivated by a desire to 
measure the shareholder value for third-party logistics (3PL) providers. In particular, 
we wish to study the strategy that 3PL providers can take to improve their 
shareholder value, and the impact of outsourcing and technological advances on the 
shareholder value of a 3PL provider.  
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1.4.1 Third Party Logistics (3PL) Problem 
Outsourcing has brought about an increased interest to research this new business 
trend. However, a large proportion of the research on shareholder value and 
outsourcing is focused on manufacturing/ retail companies, and the impact of 
outsourcing on them. 
 
3PL providers play an important role in outsourcing but are facing a destruction in 
shareholder value. The average return on invested capital for pure 3PL players is 
between 7% and 8% which is below their weighted average cost of capital (Bot, 
Neumann 2003).  
 
This thesis studies the measurement of shareholder value for 3PL providers to enable 
3PL providers to measure and create shareholder value.  
 
1.4.2 Objective of Thesis 
The objectives of this thesis are as follows: 
1. To develop the drivers of shareholder value for 3PL providers. These drivers 
should provide practical methods which will enable the 3PL provider to create 
shareholder value.  
2. To develop a strategy for specific 3PL providers that will enable them to 
increase their shareholder value. 
3. To determine the impact of outsourcing on the shareholder value of 
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manufacturers/ retailers and 3PL providers. 
4. To develop a set of criteria that 3PL providers can use to choose the best 
customers with whom to partner. 
5. To study the impact of an emerging technology (in this thesis, radio frequency 
identification (RFID) was chosen) on the shareholder value of a 3PL provider. 
 
1.5 OVERVIEW OF THE RESEARCH 
Significant insights from existing literature have allowed us to draw relevant and 
meaningful conclusions from our research.  
 
1.5.1 Literature Survey 
Our research here is novel and measures the shareholder value creation for 3PL 
providers. Existing research provides shareholder value analysis for industries other 
than the 3PL industry. The research in this thesis uses the methods of measuring 
shareholder value, and applies them to the 3PL industry.  
 
Cap Gemini Ernst & Young have conducted annual studies that discuss the 3PL 
industry. O’Brien (2002) discusses the activities that 3PL providers perform.  
Simchi-Levi, Kaminsky and Simchi-Levi (2003), Alonso et. al (1997) and Shanahan 
(2004) extensively discuss the benefits of outsourcing to a manufacturer/ retailer. 
Research on the selection of an outsourcing partner focuses on providing guidelines 
for manufacturers/ retailers to choose a 3PL provider. A study by the Corporate 
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Executive Board (3PL Selection & Implementation 2001) discusses the criteria for 
selecting a 3PL provider.  
 
Existing research on shareholder value is focused on determining the methods of 
measuring this value, and applying these methods to study the creation of 
shareholder value for industries, other than the 3PL industry. Copeland, Koller and 
Murrin (1994) discuss why shareholder value should be measured and Lambert and 
Burduroglu (2000) provide methods of measuring this value. In this thesis, two of 
the methods, the strategic profit model (SPM) and economic value-added (EVA) are 
used. Lambert and Burduroglu (2000) discuss SPM, while Stewart, Ellis and 
Budington (2002) discuss EVA. Stapleton et al. (2002) has applied the SPM to 
players of the athletic footwear industry. Walters (1999) develops the general 
operating value drivers for EVA.  
 
Chappell et. al (2003) and Kevan (2004) have discussed the benefits of auto-id to 
manufacturers. Boushka et. al (2002) have discussed the benefits of auto-id 
technology in freight transportation. The research on RFID focuses on 
manufacturing companies, and freight transportation. Current research does not 
study the impact of RFID on the shareholder value of 3PL providers.  
 
Past research has provided a gap which this thesis aims to fill. Recently, 3PL 
providers have begun addressing the issue of shareholder value creation. They wish 
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to understand how their role in the supply chain creates value for them, and how they 
can increase their shareholder value. In addition, they wish to know how emerging 
technology like RFID affects their shareholder value. The lack of extensive research 
that addresses these issues has given rise to this thesis.  
 
1.5.2 Approach 
We used the strategic profit model (SPM) and Economic value-added (EVA) model 
to measure shareholder value, and applied them to different areas of study. We used 
Microsoft Excel as the tool to measure the financial parameters of the SPM and EVA 
models to enable the study of Exel, Expeditors and EGL. Microsoft Excel is also 
used to aid the development of the strategies and recommendations for the three 
providers. We also used influence diagrams to illustrate the impact on shareholder 
value.  
 
1.5.3 Organisation of the Thesis 
In this dissertation, we measure the shareholder value for 3PL providers for different 
issues. In Chapter 2, the SPM and EVA models are used to provide a framework for 
the development of the practical methods (known as operating value drivers) that 
3PL providers can use to improve their shareholder value.  
 
In Chapter 3, we apply the SPM and EVA models to three 3PL providers (Exel, 
Expeditors and EGL) of the freight forwarding sector of the 3PL industry. The 
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financial data generated by these models is compared and analyzed against the peer 
average. Using this comparison, specific recommendations are made for each 
company to improve their shareholder value. These recommendations can be 
implemented using the operating value drivers developed in chapter 2. 
 
Chapter 4 studies the impact of outsourcing on a manufacturer/ retailer and a 3PL 
provider. We use the benefits and risks of outsourcing to manufacturers/ retailers to 
study the impact on their shareholder value. We then study the impact of outsourcing 
on the shareholder value of the 3PL provider and develop the conditions under which 
the 3PL provider would benefit from increased shareholder value. Using these 
conditions, we create a set of criteria that 3PL providers can use to select their 
customers.  
 
In Chapter 5, we study the impact that an emerging technology, radio frequency 
identification (RFID) has on the shareholder value of a 3PL provider. RFID is fast 
becoming an important technology that 3PL providers would like to implement. The 
results from this study will enable 3PL providers to decide if RFID will create 
shareholder value for them. 
 
1.6 CONTRIBUTIONS OF THIS RESEARCH 
The contributions of this thesis should be viewed in the context of measuring the 
shareholder value for 3PL providers. In particular, we use the strategic profit model 
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(SPM) and economic value-added (EVA) to measure the shareholder value with 
respect to: 
1. Methods of driving shareholder value 
2. Recommendations to 3PL providers to improve their shareholder value.  
3. The effect of outsourcing on shareholder value 
4. Emerging technologies such as radio frequency identification (RFID) 
In this research, we attempt to do much more than existing literature by attempting 
to use the methods of measuring shareholder value to study the above.  
 
The first contribution of the thesis is that it has developed the operating value drivers 
by using the SPM and EVA models as a framework. These enable 3PL providers to 
improve their shareholder value. Secondly, we have applied the SPM and EVA 
models to Exel, Expeditors and EGL and have created a set of recommendations for 
each provider to improve their shareholder value.  
 
As part of the research, we have applied the benefits and risks of outsourcing to the 
SPM and EVA models to create influence diagrams to study and illustrate the impact 
of outsourcing on the shareholder value of manufacturers/ retailers. We have studied 
the impact of outsourcing on 3PL providers’ shareholder value. We have developed a 
set of conditions that must be met by 3PL providers in order for them to achieve an 
increase in shareholder value. These conditions were used to develop the criteria that 
a 3PL provider should use to choose their customers.  
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Furthermore, this research has studied the impact to 3PL providers of implementing 
radio frequency identification (RFID). It has defined the uses of RFID for 3PL 
providers and developed the benefits of RFID for them. In addition, we have studied 





















CHAPTER 2: DRIVERS OF SHAREHOLDER VALUE 
FOR THIRD PARTY LOGISTICS (3PL) PROVIDERS 
 
2.1 INTRODUCTION 
The last chapter has established the importance of calculating shareholder value 
using the SPM and EVA for the 3PL providers. 
 
Chapter 1 has introduced the strategic profit model (SPM). The SPM measures the 
return on net worth (RONW) by multiplying the return on assets (ROA) with the 
financial leverage of a company. The RONW provides a measure of shareholder 
value since it provides an indication of how well the firm is utilizing the investment 
of its shareholders.  
 
The Economic Value-Added (EVA) is a decision-making tool used by many 
companies to estimate its true economic profit. EVA is equal to the net operating 
profit after tax (NOPAT) minus the capital charge. The NOPAT is the operating profit 
of the firm after taxation has been deducted, and the capital charge is the opportunity 
cost of the capital invested in the company (company’s capital multiplied by the cost 
of capital).  
 
In this chapter, we use the SPM and EVA models to develop the drivers of 
shareholder value for 3PL providers. These drivers, which are practical methods of 
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improving shareholder value, are extremely important and useful for 3PL providers. 
 
2.1.1 Chapter Organisation 
The objective of this chapter is to develop the drivers of shareholder value for 3PL 
providers using the SPM and EVA models. The first part of the chapter explains the 
models (SPM and EVA) in detail. Next, for each of the models, the value drivers are 
developed and customized SPM and EVA models (inclusive of the value drivers) are 
created for 3PL providers.  
 
2.2 STRATEGIC PROFIT MODEL (SPM) 
The Strategic Profit Model (SPM) measures the return on net worth (RONW) of a 
company. RONW is a tool that is used to measure the increase or decrease in the 
shareholder value of an organisation. RONW is made up of three basic components 
namely net profit, asset turnover and financial leverage. These components can be 
controlled by the managers of a company. 
 
Net profit is defined as the difference between sales and expenses. Related to net 
profit is the net profit margin of a company which is the net profit as a percentage of 
sales. This measures how efficiently a company manufactures and sells its products. 
Asset turnover, which is the sales divided by the total assets of a company, shows 
how efficiently the company employs its assets in order to achieve a certain level of 
sales. The return on assets (ROA) of a company is calculated by multiplying the net 
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profit margin with the asset turnover. This measure relates the profitability of a 
company to the value of the assets employed. The ROA of a company can be 
improved by increasing the net profit and/or reducing the assets employed. The 
financial leverage of a company provides a relationship between the total equity 
(liabilities and shareholder’s equity) of the firm and the amount invested by the 
shareholders (Jablonsky, Barsky 2001, p.22). Since total equity is equal to total 
assets, financial leverage is the total assets under the control of management divided 
by the net worth or amount of shareholder’s investment in the company. From these 
financial figures, the RONW is obtained by multiplying the return on assets by the 
financial leverage. This provides an indication of how well a company is utilizing 
the investment made by their shareholders (see Figure 2.1) (Stapleton et al. 2002, 
p.90; Jablonsky, Barsky 2001, p.16).  
Sales
Cost of goods sold (COGS)
-
Net Profit +
Net Profit                  Total Operating Variable Expenses
Margin Expenses
/ +
Sales - Fixed Expenses 
Income Taxes
Return on






       Asset Turnover Current Assets
/ +





Figure 2.1:  Strategic Profit Model (SPM) 
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The information required in the calculation of RONW is obtained from a company’s 
income statement and balance sheet. The data on sales and total operating expenses 
(comprising of cost of goods sold (COGS), variable expenses and fixed expenses) 
are obtained from the income statement, while the data for current and fixed assets 
are obtained from the balance sheet. More information on the definitions of each of 
the financial terms used in the SPM, is given in Appendix 2 (Definition of terms in 
the income statement) and Appendix 3 (Definition of terms in the balance sheet).  
 
A company can increase its RONW by implementing one of the following: 
z Increase Sales 
z Reduce Operating Expenses  
z Reduce Total Assets 
We assume that the financial leverage of a company remains the same since asset 
reduction in one area (e.g. inventory or accounts receivable) would result in the cash 
being used in other more productive assets.  
 
Having understood the SPM, we use the model to develop the value drivers of 
shareholder value for 3PL providers.  
 
2.2.1 Key Value Drivers (KVDs) for 3PL providers using SPM 
Key Value drivers (KVDs) are the “value-based” performance metrics that are used 
to influence the creation of shareholder value for a company (See Chapter 1). The 
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KVDs are organized according to whether they are generic value drivers, 
business-unit level value drivers or operating value drivers.  
  
From Figure 2.1, it can be observed that to increase the shareholder value of a 
company, its managers will have to increase the RONW and hence the ROA. 
Keeping this goal in mind, the generic value drivers for 3PL providers would be to 
increase the net profit margin and asset turnover to achieve an increase in the ROA. 
Therefore, the business-unit level value drivers (see Figure 2.2) are to increase the 
sales (profitability management), lower expenses (expenditure management) and 
reduce total assets (asset management). Using these business-unit level value drivers, 
the operating value drivers are developed. The operating value drivers discussed in 
this section are customized for 3PL providers and they differ from industry to 
industry. 
Generic Value Drivers Business - unit level Value Drivers
Sales
     Profitability Management
Cost of goods sold (COGS)
Net Profit - +
Net Profit                  Total Operating Variable Expenses Expenditure
Margin Expenses Management
/ +
Sales - Fixed Expenses 
Income Taxes
Return on






       Asset Turnover Current Assets
/ + Asset





Figure 2.2: Generic and Business-unit level value drivers for 3Pl providers 
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The next three sections will develop the operating value drivers for the business-unit 
level value drivers, which have been grouped into profitability management, 
expenditure management and asset management.  
 
2.2.1.1 Profitability Management 
In profitability management, managers of 3PL providers aim to increase the level of 
sales in order to increase the net profit and net profit margin, which results in an 
increase in ROA and RONW. However, it should be noted that when a company 
increases its sales, the total operating expenses and accounts receivable increase as 
well. Figure 2.3 shows the operating value drivers for profitability management.  
                            Operating Value Drivers
Sales
Improving customer satisfaction:
-Invest in customer activities (e.g. track and trace hardware)
-Provide consistent and global service
-Create differentiated products/service (value-added services)
-Offer lower prices through cost savings
-Retain and strengthen relationship with profitable customers
-Obtain long-term contracts
-Improve quality of service and create a brand-image
-Aim to be the choice suuplier of 3PL services among customers





-Increase market share through differentitaed products/services
-Improve efficiency of services
-Take part in consolidation to buy-out competition
-Increase the price of service  
Figure 2.3: Operating value drivers for profitability management
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2.2.1.2 Expenditure Management 
Expenditure management focuses on the tools used by managers to reduce the total 
operating expenses incurred by a company. For 3PL providers, the expenses that can 
be controlled are the Cost of Goods Sold (COGS) and the variable expenses. These 
expenses can be divide into five main groups namely transportation costs, 
warehousing costs, information technology (IT) costs, labour-related costs, and lastly 
management and administrative costs. The fixed expenses for a 3PL provider include 
the rent, property tax, insurance and interest expenses. These cannot be controlled in 
the short-term, and therefore the fixed expenses of a 3PL provider will be assumed to 
be constant. For example, rental contracts and insurance have a long time frame 
(about 30 – 40 years). Figure 2.4 shows the operating value drivers for expenditure 
management.  
 
2.2.1.3 Asset Management 
In order to create shareholder value, 3PL providers will have use drivers to enhance 
the asset turnover by reducing the total assets. A company’s total assets consist of 
current assets and fixed assets. On the balance sheet, a company’s current assets 
include inventory, accounts receivable, other current assets and cash. For a 3PL 
provider, who does not have its own inventory, the important variables that can be 
changed to achieve a reduction in current assets, are accounts receivable and cash. 




          Operating Value Drivers
Reducing transportation costs:
-Adopt shared services. Use the same transport vehicles for different customers
-Have fewer less-than-truckload (LTL) shipments
-Reduce freight costs through better terms and conditions with airline/shipping company
-Optimize transport networks
-Use transportation management systems to increase efficiency
-Reduce order-to-deliver cycle time
COGS -Establish partnerships
Reducing warehousing costs:
             Total Operating -Adopt shared services. Use the same warehouse for different customers
             Expenses -Optimize warehouse space
+ -Use warehouse management systems to increase efficiency
-Establish partnerships
             Variable Expenses
Reducing Information Technology Costs (IT)
+ -Adopt latest technology to make processes more efficient
Fixed Expenses 
Reducing labour-related Costs
-Reduce human resource costs
-Improve efficiency and productivity
-Decrease workforce
-Increase workforce involvement
Reducing management and administrative Costs
-Reduce customer service & order-processing costs
-Reduce general overhead/management/administrative costs
-Reduce taxes, fuel, maintenance & repair expenses
-Reduce shipping errors , claims and damages/ lost goods  
Figure 2.4: Operating value drivers for expenditure management 
 
                            Operating Value Drivers
Inventory
+
Accounts Receivable Reducing accounts receivable
-Ask customers for up-front payments, deposits, progress 
 payments or prepaid payments to generate funding for services
-Investigate alternative customer payment systems
Current Assets -Provide financial incentives to accelerate payment
+




-reinvest cash into the business
Fixed Assets Reducing fixed assets
-Improve asset utilisation
-Improve asset investment (e.g. investment to modernize warehouse facilities)
-Improve asset planning and deployment
 
 





In this section of the thesis, we have developed a customized SPM model for 3PL 
providers that shows the generic, business-unit level and operating level value 
drivers. The operating value drivers that have been developed here can be used to 
implement the recommendations that are made for each of the three 3PL providers in 
Chapter 3. A similar study is conducted in the next section for the EVA model.  
 
2.3 ECONOMIC VALUE-ADDED FOR THIRD PARTY 
LOGISTICS  (3PL ) PROVIDERS  
Stern Stewart & Co (www.sternstewart.com/) created the EVA to aid managers in 
their decision-making by incorporating two basic concepts of finance. The first one 
is that the objective of any business is to maximize the value created for the 
company’s shareholders. Secondly, the value of a company is dependent on the 
extent to which shareholders expect earnings to be greater than or less than the cost 
of capital. A continuous increase in EVA will result in an increase in the market 
value of the company.  
 
EVA has been adopted by many companies including Coca Cola Inc, DuPont, AT&T, 
Quaker Oats and General Motors. In a Stern Stewart Research Special Report 
(Stewart, Ellis, Budington 2002), companies that implemented the EVA in the 1990s 
outperformed their peers by an average of 8.3% per annum over the five years 
following its adoption, and created total excess shareholder wealth of $116 billion. 




earned a total return of 36.5% and beat the S&P 500 by a total of 69.8%. 
 
The reason so many companies have adopted the EVA and have realized financial 
benefits are due to the advantages of using EVA. EVA highlights the areas of the 
company that are creating value. This enables managers to make decisions to 
increase the efficiency of their capital and operations by focusing the company on 
areas with higher productivity. EVA-based financial management gives managers 
superior information, motivation, empowerment and accountability to ensure that 
their decisions create the greatest amount of shareholder value. EVA aligns the 
decisions managers make with the creation of shareholder wealth.  
 
EVA is the net operating profit after tax (NOPAT) minus the capital charge of a 
company. The NOPAT of a company is defined as the operating profit after taxes 
have been deducted. It is the return on the company’s total capital invested. The 
capital charge is an appropriate charge for the opportunity cost of all capital invested 
in a company. EVA shows the dollar amount of wealth a company has created or 
destroyed.  
 
The information required to calculate a company’s EVA is obtained from a 
company’s income statement and balance sheet. An explanation of the financial 
terms used in the EVA is given in Appendix 2 (Definition of terms in the income 
statement) and Appendix 3 (Definition of terms in the balance sheet. 
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The following steps are used to calculate a company’s EVA. 
 
Step 1: Calculate Net Operating Profit after Tax (NOPAT) 
NOPAT = Earnings before Interest and Taxes (EBIT) – tax 
where  
EBIT  = Sales – Total Operating Expenses 
Step 2: Calculate the company’s capital  
A company’s capital (C) is equal to the working capital (current assets minus current 
liabilities), fixed assets and intangible assets (such as goodwill and patents). 
Company’s Capital (C) = Working Capital + Fixed Assets + Intangible Assets 
where 
Working Capital = Current Assets – Current liabilities  
hence 
C = Total Assets – Current liabilities  
where 
Total Assets = Current Assets + Fixed Assets + Intangible Assets 
 
Step 3: Calculate the company’s cost of capital (COC) 
The cost of capital is calculated using the following terms: 
z average equity proportion is the proportion total equity is of total assets in a 
company 




stocks, mutual funds, other companies, etc. of equal risk. The equity cost is the 
minimum cost that investors expect to keep their investments with the company. 
z average debt proportion is the proportion total debt is of total assets in a company.  
z debt cost is the interest to be paid on the debt 
 
Cost of Capital (COC)  = average equity proportion * equity cost +  
average debt proportion *debt cost  
If tax savings from interest are included, then  
Cost of Capital (COC)  = average equity proportion * equity cost +  
average debt proportion * debt cost * (1-tax rate) 
 
A company’s cost of capital (COC) depends on the current interest levels (the higher 
the interest rates, the higher the COC) and the risk involved in the business (the higher 
the risk, the higher the COC)). 
 
Step 4: Calculate the capital charge for the company 
Capital charge = C * COC 
 
Step 5: Calculate EVA 
EVA = NOPAT – Capital Charge 
or alternatively 





NOPAT = Return on Capital * Capital 
 
The figure below shows how the above steps lead to the calculation of the EVA of a 
company. 












Figure 2.6: Economic Value-Added (EVA) 
 
The significant components of a company’s capital (C) are the working capital, the 
fixed assets and the intangible assets (e.g. goodwill and patents). The company’s 
working capital is difference of the total current assets and the current liabilities. The 
current assets include the company’s accounts receivables, inventory, prepaid 
expenses, cash and other current assets. The current liabilities is the sum of accounts 








Cost of goods sold (COGS)
Net Operating Profit After Taxes +
(NOPAT) - - Accounts Receivable
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Income Taxes +
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Figure 2.7: Detailed EVA showing variables that affect its value 
 
A company can increase its EVA by  
z increasing NOPAT by increasing operating income 
z reducing the capital charge by reducing the company’s capital and its cost of 
capital 
 
Having understood the EVA model, we now develop the drivers of shareholder value 
for 3PL providers. 
 
2.3.1 Key Value Drivers (KVDs) for 3PL providers using EVA 
The key value drivers (KVD) are the “value-based” performance metrics that are used 




KVDs are organized according to whether they are generic value drivers, 
business-unit level value drivers or operating value-drivers.  
 
The previous section has provided a detailed explanation of the EVA model and its 
calculation. It was identified that a company can increase its EVA by  
z increasing NOPAT by increasing operating income 
z reducing the capital charge by reducing the company’s capital and its cost of 
capital 
Based on this, the KVDs for the EVA are created.  
 
The generic value drivers for the EVA model are 
z Net Operating Profit after Tax (NOPAT) 
z Capital Charge 
 
A company aims to increase the NOPAT and reduce the capital charge in order to 
increase its EVA. To do this, the company should implement the business-level value 
drivers which include increasing the operating income (profitability management), 
and reducing the company’s capital its cost of capital (capital management). These 






             Generic Value-Drivers Business-level Value Drivers













Figure 2.8: Generic and business-level value drivers for EVA 
 
The operating value drivers for the 3PL industry, which enable 3PL providers to 
achieve their business- level goals, are developed in the next three sections.  
 
2.3.1.1 Profitability Management 
Through the adoption of profitability management operating value drivers, 3PL 
providers aim to improve their Earnings before Interest and Taxes (EBIT), in order to 
increase their NOPAT. The EBIT of a company is defined as the sales of the company 
minus the total operating expenses. The development of the profitability value drivers 
for 3PL providers for the EVA model is similar to that of the SPM model. Figure 2.9 
shows the profitability value drivers for the EVA model to aid managers in improving 
their operating profits. The variables that can be controlled by a 3PL provider’s 
management are the level of sales and total operating expenses. By improving these, a 






-Invest in customer activities (e.g. track and trace hardware)
-Provide consistent and global service
-Create differentiated products/service (value-added services)
-Offer lower prices through cost savings
-Retain and strengthen relationship with profitable customers
-Obtain long-term contracts
-Improve quality of service and create a brand-image
-Aim to be the choice suuplier of 3PL services among customers
-Reduce services to less profitable customers
-Deal directly with the customers
Improving sales revenues:
-Increase sales volume
-Sell higher-margin  services
-Targeted marketing
-Increase market share through differentitaed products/services
- -Improve efficiency of services
-Take part in consolidation to buy-out competition
-Increase the price of service
-Streamline the business
Reducing transportation costs:
-Adopt shared services. Use the same transport vehicles for different customers
-Have fewer less-than-truckload (LTL) shipments
-Reduce freight costs through better terms and conditions with airline/shipping company
-Optimize transport networks
-Use transportation management systems to increase efficiency




             Total Operating -Adopt shared services. Use the same warehouse for different customers
             Expenses + -Optimize warehouse space
-Use warehouse management systems to increase efficiency
-Establish partnerships
             Variable Expenses
Reducing Information Technology Costs (IT)
+ -Adopt latest technology to make processes more efficient
Fixed Expenses 
Reducing labour-related Costs
-Reduce human resource costs
-Improve efficiency and productivity
-Decrease workforce
-Increase workforce involvement
Reducing management and administrative Costs
-Reduce customer service & order-processing costs
-Reduce general overhead/management/administrative costs
-Reduce taxes, fuel, maintenance & repair expenses
-Reduce shipping errors , claims and damages/ lost goods
                            Operating Value Drivers
 
Figure 2.9: Profitability management value drivers for 3PL providers using EVA 
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Since NOPAT is equal to the return on capital multiplied by the capital, NOPAT can 
be increased by increasing the return on capital. This can be done by being prudent in 
making investments. The 3PL provider should invest capital in which the rate of 
return on the investment is greater than the cost of capital. In addition, companies can 
evaluate their existing investments and divest under-performing ones in which the 
cost of capital is higher than the rate of return.  
 
2.3.1.2 Capital Management 
A 3PL provider can improve its EVA by managing its capital charge that is defined as 
the multiplication of the company’s invested capital and its cost of capital. One of the 
main variables that influence a company’s capital is its working capital. As explained 
earlier, the working capital of a company can be defined as the excess of current 
assets over current liabilities. A 3PL provider needs to bear in mind that it must 
maintain enough of working capital in order to be able to pay its debts. In addition, 
companies with working capital will be able to expand and improve their operations. 
The current assets are constantly in a cycle of being converted to cash. 3PL providers 
would use the cash they have to acquire the necessary inventory (e.g. trucks, vans and 
trailers) that enable the 3PL provider to deliver its customer’s products which become 
accounts receivables. Once the receivables have been collected, they become cash, 
and cash is used to pay the current liabilities and expenses, and to acquire more 
inventory (Woelfel 1994, p. 29). A 3PL provider’s working capital can be seen as a 




cash for more productive uses. However, companies with negative working capital 
lack the funds necessary for growth. Figure 2.10 shows the capital management 
operating value-drivers for 3PL providers.  
 
This section of the chapter has developed the key value drivers (generic, business-unit 
level and operating level) for 3PL providers using the EVA model. The value drivers 
that have been developed for both the SPM and EVA models can be used to 
implement the strategies that will be recommended for the chosen 3PL providers 
(Exel, Expeditors and EGL) in Chapter 3.  
 
2.4 CONCLUSIONS 
In this chapter, we have used the SPM and EVA models to develop customized SPM 
and EVA models which show the drivers of shareholder value for 3PL providers. The 
generic value drivers for the SPM are net profit margin and asset turnover, and for 
EVA model, they are Net Operating Profit after Tax (NOPAT) and capital charge. The 
business-unit level value drivers can be categorised into profitability management, 
expenditure management and asset management for the SPM. Similarly, for the EVA 
model, the business-unit level value drivers are profitability management and capital 
management. Having defined these value drivers, we have developed the operating 
value drivers that will improve the shareholder value for 3PL providers. These value 






-Ask customers for up-front payments, deposits, 
+ progress payments or prepaid payments to generate funding for services
Other current assets -Investigate alternative customer payment systems
-Provide financial incentives to accelerate payment
Current Assets + -Reduce billing delays
Cash -Reduce extending credit and financing to others
Working Capital -
Capital Investment Non-interest bearing current liabilities
(C) + Accounts Payable
Fixed Assets -Build relationship with suppliers of services e.g. shipping companies
-Improve asset utilization + -Gain favorable prices and payment terms
Capital Charge -Improve asset investment Notes Payable -Increase flexibility in payment
= (e.g. investment to modernize warehouse facilities)
+ -Improve asset planning and deployment +
x -remove under-utilized assets
Accrued Liabilities
Intangible Assets (including goodwill armortization)
- Reduce R&D costs -
Cost of Capital -Eliminate goodwill armortization i.e. do not take part Short-term Debt
(COC) in mergers and acquisitions
-Invest only where the rate of return > cost of the investment
-Divest all assets in which the rate of return < cost
-Reduce debt through reduced borrowing (e.g. improvement in accounts payable)
-Improve efficiency of operations so that the cost of production is reduced
                        Operating Value Drivers
 
Figure 2.10: Operating value-drivers for capital management for EVA model of 3PL provider 
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industry to industry. This information is extremely valuable and important to 3PL 
providers who seek to improve their shareholder value. The operating value drivers 
provide practical methods for the 3PL provider to improve their shareholder value. 
 
The main contribution of this chapter is that it has developed the operating-level value 
drivers for 3PL providers to improve their shareholder value by using the SPM and 
EVA models as a framework.  
 
Chapter 3 will apply the SPM and EVA models to three specific 3PL providers (Exel, 
Expeditors and EGL) of the freight forwarding industry. From the financial data 
obtained, a set of recommendations to improve their shareholder value is developed 

















The previous chapter has developed the value drivers for third-party logistics (3PL) 
providers which will enable them to improve their shareholder value.  
 
In this chapter, the financial data of Exel, Expeditors and EGL, from the freight 
forwarding sector of the 3PL industry is entered into the SPM and EVA models to 
observe how the decisions that managers make affect the ROA/RONW and EVA. By 
entering the data available on these providers (from published balance sheets and 
income statements) into a Microsoft Excel spreadsheet, “what-if” analysis to improve 
shareholder value can be carried out easily (Stapleton et. al, 2002, p.93). The results 
obtained highlight the areas of improvement and can be used by the managers of these 
3PL providers to provide a direction for their strategy formulation. The financial data 
obtained from the models are compared against the average of the group and analysed 
to provide the recommendations that the companies should take. The operating value 
drivers developed in Chapter 2 could be used to implement the recommendations.  
 
3.1.1 Chapter Organisation 
The first part of this chapter establishes the assumptions that have been made in using 




comparison tables obtained from the SPM and EVA models for Exel, Expeditors and 
EGL. Finally, the analysis for each of the companies is carried out. In the analysis, 
each provider’s status in 2002 is explained, leading to the development of the 
strategies and recommendations to improve their shareholder value. The strategies 
that are developed analyse how each variable in the SPM and EVA models can be 
changed independently to result in improved shareholder value. These strategies are 
used to develop the recommendations. The recommendations are based on changing a 
few of the variables (that are best suited for each provider) simultaneously to result in 
shareholder value creation. By controlling a few variables, the provider is better able 
to achieve its target ROA/ RONW or EVA without being required to make very 
drastic changes 
 
3.2 STRATEGIC PROFIT MODEL (SPM) AND ECONOMIC 
VALUE-ADDED (EVA) ANALYSIS FOR 3PL PROVIDERS 
3.2.1 Assumptions  
There are several assumptions that have been made in using the SPM and EVA 
models to analyse 3PL providers. For the purpose of this exercise, and in the spirit of 
comparison, it is assumed that these companies compete in the same markets making 
the comparisons more valid and meaningful.  
 
In the calculation of the ROA/ RONW and EVA for Exel, an additional assumption 




Expeditors and EGL are purely freight forwarding companies. Therefore, in order to 
ensure that the comparison between Exel and its competitors is sound, the financial 
figures of Exel have been proportionally reduced by 49%, with the exception of 
inventory which is assumed to be zero. Here, we are assuming that the sales, operating 
expenses and assets (excluding inventory) are all proportionally divided between the 
company’s two businesses (freight management and contract logistics) according to 
the percentage of revenue accrued to each.  
 
Strategic Profit Model (SPM) Assumptions: 
1. The model assumes that the total operating expense is the sum of the cost of 
goods sold (COGS), variable expenses and fixed expenses. This is to overcome 
the difference in definitions of these terms among the 3PL providers to enable 
comparison.  
2. The SPM is designed to allow changes of one variable to be monitored. However, 
in the case of sales, the model has been modified. Changes in sales cause changes 
in the total operating expense and the accounts receivable for 3PL companies. For 
instance, when sales increase, the level of total operating expenses and accounts 
receivable also increase. The value of these two variables as a percentage of sales 
is first calculated. It is assumed that this percentage remains constant through the 
changes in sales, and is used to compute the new value of total operating 
expenses and accounts receivable. It is also assumed that when changing any of 




3. The variables that can be altered for this model are sales, total operating expenses, 
accounts receivables and fixed assets. Fixed expenses are not controllable in the 
short-run since most rentals and insurance policies that constitute this variable, 
are over a long period of time (30 – 40 years). Freight forwarding 3PL providers 
do not have any inventory of their own since they are service providers. In 
addition, changes in the cash reserves of a company will not lead to significant 
changes in the total assets since the cash will be reinvested into the business.   
 
Economic Value-Added (EVA) Assumptions: 
1. It is assumed that when changing any of the variables (Net Operating Profit after 
Tax (NOPAT), capital investment or cost of capital), the remaining variables 
remain unchanged.  
2. In the calculation of the change in Earnings before Interest and Tax (EBIT) 
required to achieve the change in NOPAT as predicted by the model, the income 
tax rate is assumed to be constant. The income tax rate is equal to the income tax 
divided by EBIT.  
3. The variables that can be controlled for the EVA model are the NOPAT, capital 
investment (C), and the cost of capital (COC). By altering these variables, 
improvements in EVA can be obtained.  
 
Having established the assumptions that are used in the analyses of the 3PL providers, 




3.2.2 Strategic Profit Model for 3PL players 
Table 3.1 shows the calculation of the RONW for Exel, Expeditors and EGL using the 
SPM. The boxes shaded in grey are those that are inputs from the income statements 
or balance sheets of these companies, and those that are in white are calculated using 
the input data. The income statement and balance sheet data for the three 3PL 
providers are available in Appendix 7, and the calculation of the SPM in Table 3.1 is 
explained in Appendix 4.  
2000 2001 2002 2000 2001 2002 2000 2001 2002
Sales 3159.60 3202.51 3617.36 1906.73 1883.07 2296.90 1861.21 1671.99 1869.33
Total Operating Expenses 3086.85 3096.22 3466.68 1779.20 1737.05 2125.89 1843.52 1723.15 1836.53
Earnings before Interest and Taxes (EBIT) 72.75 106.29 150.68 127.52 146.02 171.01 17.69 (51.16) 32.80
Interest Expense 11.31 14.99 9.97 0.43 0.52 0.18 5.20 10.54 9.21
Pre-tax Income 61.44 91.30 140.71 127.09 145.50 170.83 12.49 (61.70) 23.59
Income Taxes 41.49 37.73 44.72 50.31 57.05 65.46 13.16 (25.83) 5.90
Net Profit 19.95 53.57 95.99 76.78 88.44 105.37 (0.68) (35.86) 17.70
Net Profit Margin 0.63% 1.67% 2.65% 4.03% 4.70% 4.59% -0.04% -2.14% 0.95%
Inventory 11.67 9.88 7.17 0.00 0.00 0.00 0.00 0.00 0.00
Accounts Receivable 827.26 880.88 976.52 347.11 283.41 385.86 507.09 379.50 385.26
Other Current Assets 12.82 5.33 16.21 6.67 9.17 7.76 28.16 59.31 39.18
Cash 130.81 91.30 116.63 169.01 218.68 211.86 73.06 86.30 127.49
Total Current Assets 982.56 987.38 1116.53 522.79 511.26 605.49 608.31 525.11 551.93
Fixed Assets 412.95 404.27 448.92 106.65 123.85 204.97 153.35 152.92 157.40
Other Assets 241.37 314.11 362.28 32.31 53.34 69.50 138.10 139.16 135.65
Total Assets 1636.88 1705.77 1927.73 661.74 688.44 879.95 899.76 817.19 844.98
Asset Turnover 1.93 1.88 1.88 2.88 2.74 2.61 2.07 2.05 2.21
Return on Assets (ROA) 1.22% 3.14% 4.98% 11.60% 12.85% 11.97% -0.08% -4.39% 2.09%
Total Equity 588.49 611.24 700.10 361.78 414.62 523.81 403.77 366.09 376.54
Financial Leverage 2.78 2.79 2.75 1.83 1.66 1.68 2.23 2.23 2.24
Return on Net Worth (RONW) 0.03 0.09 0.14 0.21 0.21 0.20 (0.00) (0.10) 0.05
Expeditors (in US$ millions) EGL (in US$ millions)Exel (in US$ millions)
 
Table 3.1: SPM for 3PL players for time period 2000 – 20021 
The graph below, Figure 3.1, shows the change in RONW for the three companies 
over time. 
                                                        
1 The exchange rates used are as follows: Year 2002: 1₤ = US$ 1.47; Year 2001: 1₤ = US$ 1.45; Year 





























Exel Expeditors EGL  
Figure 3.1: Graph showing variation in RONW over time for Exel, Expeditors and EGL 
From the above graph, it is observed that Exel is enjoying sustained improvements in 
its RONW. This indicates shareholder value creation. The RONW for Expeditors has 
decreased slightly and the RONW for EGL has been negative in 2001 but has seen 
improvement and become positive in 2002. The following table shows the comparison 
of the key variables that the companies can control in the year 2002 (these variables 







Peer Average 0.13 2.23 95.54% 45.60% 21.47% 9.92%
Exel Actual 0.14 1.88 95.83% 53.29% 27.00% 12.41%
vs. Peer 0.01 -0.36 0.29% 7.69% 5.53% 2.49%
Expeditors Actual 0.20 2.61 92.55% 38.31% 16.80% 8.92%
vs. Peer 0.07 0.38 -2.99% -7.29% -4.67% -0.99%
EGL Actual 0.05 2.21 98.25% 45.20% 20.61% 8.42%
vs. Peer -0.08 -0.02 2.70% -0.40% -0.86% -1.50%
Expressed as a percentage of sales
RONW AssetTurnover
 
Table 3.2: Comparison of SPM variables as a percentage of sales in 2002 





z Increase Sales 
z Reduce Operating Expenses  
z Reduce Total Assets 
 
In the next section, a similar analysis for the EVA model is conducted. 
 
3.2.3 Economic Value-Added for 3PL players 
Table 3.3 below shows the calculation of EVA for Exel, Expeditors and EGL. The 
boxes shaded in grey are inputs from the income statements or balance sheets of the 
3PL providers (please refer to Appendix 7), while those in white are calculated using 
the input data. The calculation of EVA is explained in Appendix 5.  
2000 2001 2002 2000 2001 2002 2000 2001 2002
Earnings before Interest and Taxes (EBIT) 72.75 106.15 150.68 127.52 146.02 171.01 17.69 (51.16) 32.80
Income Tax 41.49 37.73 44.72 50.31 57.05 65.46 13.16 (25.83) 5.90
NOPAT 31.26 68.42 105.96 77.21 88.97 105.55 4.53 (25.33) 26.90
Total Assets 1,636.88 1,705.77 1,927.73 661.74 688.44 879.95 899.75 817.18 844.98
Current Liabilities 718.07 696.01 824.99 299.96 273.81 356.14 372.30 314.93 350.41
Capital Investment (C) 918.81 1,009.76 1,102.74 361.78 414.62 523.81 527.450 502.249 494.570
Total Equity 588.49 611.24 700.10 361.78 414.62 523.81 403.77 366.09 376.54
Average Equity Proportion 35.95% 35.83% 36.32% 54.67% 60.23% 59.53% 44.88% 44.80% 44.56%
Equity Cost 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 10.00%
Average Debt Proportion 64.05% 64.17% 63.68% 45.33% 39.77% 40.47% 55.12% 55.20% 55.44%
Debt Cost (Interest Rate/Debt) 15.56% 8.12% 10.57% 0.12% 0.14% 0.04% 71.98% 24.97% 3.22%
Tax Rate 30.00% 30.00% 30.00% 35.00% 35.00% 35.00% 35.00% 35.00% 35.00%
Cost of Capital (COC) 10.57% 7.23% 8.34% 5.50% 6.06% 5.96% 30.28% 13.44% 5.62%
Capital Charge 97.12 73.01 92.01 19.91 25.13 31.23 159.71 67.50 27.78
EVA (65.86) (4.59) 13.95 57.30 63.84 74.31 (155.18) (92.83) (0.88)
EGL (in US$ millions)Expeditors (in US$ millions)Exel (in US$ millions )
 
Table 3.3: EVA for 3PL players for the time period 2000 – 20022 
                                                        
2 The exchange rates used are as follows: Year 2000: 1₤ = US$ 1.47; Year 2001: 1₤ = US$ 1.45; Year 
2000: 1₤ = US$ 1.59. The tax rate used in computation of EVA for U.S.-based companies is 35% and 


























Exel Expeditors EGL  
Figure 3.2: EVA over time for Exel, Expeditors and EGL 
From the above graph, it is observed that Exel’s EVA has improved significantly in 
the years 2000 to 2002. From an EVA of less than zero, the company has managed to 
emerge with a positive EVA in 2002. Expeditors has increased its EVA slightly over 
the time period. EGL has experienced an increase in its EVA from 2000 to 2002. 
However, the EVA was negative throughout the period. It can be observed that all the 
three providers have created shareholder value over the time period. Table 3.4 
compares the key ratios for the 3PL players from the data calculated from the 
calculation of their EVA.  
 
We introduce a new financial measure in this section: Return on Investment (ROI) 
The Return on Investment (ROI) of a company is defined as the Net Operating Profit 




Murrin 1994, p. 155). It provides a measure of how efficiently a company is using its 
capital to create profits. EVA takes ROI one step further by including the cost of the 
invested capital.  
EVA Sales(US$ millions)




Peer Average 29.13 2594.53 11.73% 707.04 6.64% 50.34
Exel Actual 13.95 3617.36 9.61% 1102.74 8.34% 92.01
vs. Peer -15.18 1022.83 -2.12% 395.70 1.70% 41.67
Expeditors Actual 74.31 2296.90 20.15% 523.81 5.96% 31.23
vs. Peer 45.19 -297.63 8.42% -183.23 -0.68% -19.11
EGL Actual -0.88 1869.33 5.44% 494.57 5.62% 27.78
vs. Peer -30.01 -725.20 -6.29% -212.47 -1.02% -22.56  
Table 3.4: Comparison of EVA variables for 3PL companies for 2002 
The 3PL providers can implement one or a combination of the following to improve 
its EVA: 
z Increase NOPAT  
z Reduce the capital charge by reducing the company’s capital and its cost of 
capital 
 
In the following section, the above information and data that has been obtained is used 
to analyse and provide recommendations to improve shareholder value for each of the 
three providers. The strategy for each provider aims to increase the ROA/RONW and 
EVA by 15% if the ROA/ RONW in 2002 is above peer average, or to the peer 








3.2.4.1 Exel’s Status in 2002 based on SPM & EVA 
Exel is the largest firm with the highest sales. It has a positive RONW and ROA 
which are both steadily increasing over the period from 2000 to 2002. This indicates 
shareholder value creation. Exel is the average performer among the 3PL freight 
forwarding players in terms of RONW (slightly above average RONW). From the 
data available in Table 3.2 and Figure 3.2, it is apparent that Exel has a steadily 
increasing EVA over the period from 2000 – 2002 indicating creation of shareholder 
value. In 2002, the company achieved its highest EVA. 
 
3.2.4.2 Strategies for Improvement 
The previous section has highlighted the status that Exel is in, in the year 2002. The 
following table summarizes the key financial measures in which Exel is better than 
the peer average, and those in which it is performing worse than the peer average.  
Better than peer average Worse than peer average 




z Net Profit Margin 
z Asset Turnover 
z Total Operating Expense 
z Total Assets 
z Accounts Receivable 
z Fixed Assets 
z EVA 
z ROI 
z Highest Capital Investment (C) 
z Highest Cost of Capital (COC) 
z Highest Capital Charge 
Table 3.5: Summary of Exel’s positive and negative financial measures for 2002 




hence the RONW are to increase sales, decrease total operating expenses and/or 
reduce assets. Assuming that Exel desires to increase its ROA by 15% which will 
bring the ROA to 5.73%, each of these changes is independently evaluated. A 15% 
increase in ROA will translate into an increase of RONW to 0.16. By using the SPM 
to analyse Exel’s financial data, the areas for improvement can be determined.  
 
Exel’s low ROA is due to a low profit margin that can be increased by achieving a 
change in sales or expenses. Exel’s management would have to increase sales by 
about 15% in order to achieve an increase in ROA of 15%. This translates into an 
increase of US$552 million in sales revenues. To achieve this level of sales, the 
company would have a corresponding increase in total operating expenses and 
accounts receivable. The asset turnover increases helping to improve the ROA. 
 
The second strategy available for Exel’s managers is to reduce expenses. If all else 
remains the same, the total operating expenses would have to decrease by 0.4% or 
US$14 million to achieve a 15% increase in ROA. Exel’s total operating expenses are 
just above the peer average, and therefore a slight reduction in its operating expenses 
will increase its ROA. 
 
The last strategy that Exel’s managers can adopt is to reduce the total assets. This can 
be achieved by reducing the accounts receivable and fixed assets. Again, by holding 




the desired level of ROA, Exel would have to reduce its accounts receivable by about 
26% which translates to a reduction in US$251 million. This change is substantial and 
could result in lost sales due to a tighter credit policy. The company could reduce its 
fixed assets by 57% or US$254 million to improve its ROA by 15%. However, such a 
large reduction may not be realistic due to assets being needed for the running of the 
business and assets which cannot be sold easily.  
 
To improve its EVA, Exel can adopt three main strategies: increase NOPAT, reduce 
capital investment (C) and/or reduce the cost of capital (COC). Exel’s EVA (13.95) is 
lagging behind the industry peer average. Hence, Exel’s management’s desire should 
be to increase its EVA to the peer average of 29.13.  
 
To achieve an EVA of 29.13, Exel’s management would have to increase NOPAT by 
14% or US$15 million. To achieve this increase, Exel would have to increase its EBIT 
by about 14 % (US$22 million), assuming that the income tax rate remains constant. 
Alternatively, Exel’s managers could reduce its C or COC. By reducing both of these 
by 16.5%, Exel would be able to reduce the capital charge by 16.5% to 76.83, to 
achieve the EVA of 29.13. This translates into reducing C by US$182 million and 
COC to 6.97%.  
 
3.2.4.3 Recommendations 




combination of increased sales, and reduced total operating expense, accounts 
receivables and fixed assets. The model demonstrates, for example, that a modest 
increase in sales of just under 5% (US$180 million), coupled with  a reduction of 
0.25% (US$ 9 million) in total operating expense, 0.4% in accounts receivable (US$4 
million) and about 2% (US$9 million) in fixed assets, will result in a 15% increase in 
ROA. The strategy of changing a combination of variables is less drastic and more 
easily achievable by Exel’s managers.  
 
From Exel’s strategy of increasing its EVA to the peer average of 29.13, it would have 
to increase its EBIT by 14% or US$22 million. This translates into an increase in 
ROA of 19% in the SPM to a new value of about 6%. Exel has the highest capital 
investment (C), as well as cost of capital (COC) resulting in a high capital charge. By 
adopting a combination of reducing C and COC, Exel can reduce its capital charge to 
76.83 (16.5% reduction) and hence achieve its increase in EVA. The model shows that 
this can be achieved by reducing C by just 10% (US$110 million) and also reducing 
COC to 7.74% from 8.34%. This is a more realistic goal for the company to achieve, 
rather than changing C or COC independently.  
 
Instead of manipulating the NOPAT and capital charge separately, the company can 
adopt a more easily achievable combination of changing both. The model shows that 
with an increase in NOPAT of 10% (US$11 million), decrease in C of US$37 million 




can achieve the EVA without needing to make drastic changes.  
 
The changes that have been recommended in this section will enable Exel to create 
shareholder value, and can be achieved by adopting a combination of the operating 
value drivers that were discussed in Chapter 2. The next section looks at the strategy 
that Exel has implemented so far, and its future goals.  
 
In the next section, a similar analysis is carried out for Expeditors. 
 
3.2.5 Expeditors 
3.2.5.1 Expeditors Status in 2002 based on SPM & EVA 
Expeditors can pride itself with having the best financial figures of the three providers 
for the period 2000 - 2002. Expeditors has the highest ROA and RONW of the three 
3PL providers and is the most steadily performing player with the highest EVA 
throughout the three years (2000 – 2002). Its EVA has been positive throughout the 3 
years, and has been continuously increasing. This indicates that Expeditors is creating 
shareholder value.  
 
3.2.5.2 Strategies for Improvement 
The previous section has highlighted the status that Expeditors is in, in the year 2002. 
The following table summarizes the key financial measures in which Expeditors is 





Better than peer average Worse than peer average 
z Highest RONW 
z Highest Net Profit Margin 
z Highest Asset Turnover 
z Lowest Total Operating Expense 
z Total Assets 
z Lowest Accounts Receivable 
z Fixed Assets 
z Highest EVA 
z Highest ROI 
z Capital Investment 
z Cost of Capital 




Table 3.6: Summary of Expeditors’ positive and negative financial measures for 2002 
Expeditors has the best financial measures of the three companies. Expeditors should 
aim to increase its ROA by 15%, which would bring the ROA to its new value of 
13.77%, and increase the RONW by 14.64% to 0.23.  
 
Expeditors’ management could increase its sales by 13% or US$308 million to 
achieve the desired result. Alternatively, Expeditors could reduce its total operating 
expense by 0.7% (US$16 million). However, the total operating expense is already 
below the industry average, indicating that further reduction may be difficult to 
achieve. The final approach is to reduce the total assets to achieve the desired results. 
To reduce the total assets, the accounts receivable, cash and fixed assets can be 
reduced. The accounts receivable can be reduced by about 14 % or US$115 million to 
achieve a 15% increase in ROA. However, this could be limited since the company’s 
accounts receivable is the lowest of the three players. The fixed assets of Expeditors 




This is again unrealistic for Expeditors to achieve since its fixed assets are below the 
peer average.  
 
Expeditors has three options to improve its EVA. It can increase Net Operating profit 
after Tax (NOPAT), reduce capital investment (C) and/or reduce the cost of capital 
(COC). Expeditors’ EVA is the highest in the group at 74.31, which is much greater 
than the group average. Therefore, Expeditors’ managers would be interested to 
increase the EVA by 15% to 85.46 from 74.31.  
 
To improve the company’s EVA, its managers can increase Expeditors’ NOPAT by 
11% (US$11 million). This would be possible by an increase in EBIT of 10.5% or 
US$18 million. This is assuming the income tax rate remains constant. Another option 
is to reduce its C or COC. By reducing each of these by 36%, Expeditors can reduce 
the capital charge by the same percentage to 20.09.  This can be achieved by 
reducing C by US$187 million and COC from 5.96% to 3.84%.  
 
3.2.5.3 Recommendations 
Expeditors’ management should focus on those areas that are under-performing 
relative to the peer group. Due to Expeditors having the highest asset turnover, 
reducing the total assets may be limited. Expeditors’ strength to improvement lies in 
increasing its sales. The company can also try to reduce its total operating costs, 




strategy targeting these few factors would be the best solution. In this case, an 
increase in sales of just above 10% or US$231 million combined a slight decrease in 
the total operating expense of 0.17% or about US$4 million would result in the 15% 
increase in ROA. When these changes are coupled together, they complement each 
other to achieve the desired results with less drastic changes. 
 
Expeditors’ managers should aim to increase its EVA by 15% to 85.46. To do this, the 
company can increase its sales, and hence its EBIT by US$18.05 million. This 
increase in EBIT would also increase the ROA in the Strategic Profit Model (SPM) by 
17.9% to 14.12%.  Expeditors’ sales are below the peer average and hence the 
company can increase sales to increase its EBIT, and therefore increase both the EVA 
and ROA. In addition, the company can reduce its capital charge. By using a 
combination of increasing the NOPAT, and reducing the capital charge by lowering 
the C and COC, the company can attain its 15% increase in EVA. The model shows 
that an increase in NOPAT of 8% (US$8.44 million), reduction in C of 4.55% 
(US$23.81 million), and a decrease in COC to 5.71% (from 5.96%) results in an EVA 
of 85.46 (15% increase).  
 
By controlling a few variables, the company is better able to achieve its target EVA to 
improve shareholder value, without being required to make very drastic changes. The 
changes that have been recommended in this section can be achieved by adopting a 




In the next section, a similar analysis is carried out for EGL. 
 
3.2.6 EGL 
3.2.6.1 EGL’s Status in 2002 based on SPM & EVA 
From the financial figures and graphs obtained from the SPM, it can be seen that EGL 
is in some serious financial difficulties and is the worst performer in the group. Its 
ROA and RONW has been negative in 2001, and has improved slightly to become 
positive in 2002. EGL also has the worst EVA financial figures in the years 2000 - 
2002. It has had a negative EVA throughout the three years. However, it should be 
noted that its EVA is improving over time.  
 
3.2.6.2 Strategies for Improvement 
The previous section has highlighted the status that EGL is in, in the year 2002 based 
on the analysis using the SPM and EVA. The following table summarizes the key 
financial measures in which EGL is better than the peer average, and those in which it 
is performing worse that the peer average.  
Better than peer average Worse than peer average 
z Total Assets 
z Accounts Receivable 
z Fixed Assets 
z Highest ROI 
z Lowest Capital Investment 
z Lowest Cost of Capital 
z Lowest Capital Charge 
z Sales 
z Lowest RONW  
z Lowest Net Profit Margin 
z Highest Total Operating Expense 
z Asset Turnover  
z Lowest EVA  
Table 3.7: Summary of EGL’s positive and negative financial measures for 2002 




The three strategies that EGL can use to improve its ROA are to increase its sales, 
decrease the total operating expenses and/or reduce total assets. In EGL’s case, 
increasing the ROA by 15% will not be enough to reach a level of performance that is 
satisfactory. A 15% increase in ROA to 2.41%, which equals a RONW of 0.05, is still 
less than the current peer average. Therefore, EGL should adopt a strategy of 
increasing its RONW to the peer average of 0.05, or increasing its ROA to 5.79%. 
 
For EGL, an increase in sales of 298% (US$211 million) would result in an increase 
in ROA to the peer average. To achieve this level of sales, the company’s asset 
turnover increases (since the accounts receivable is a fixed proportion of the sales), 
helping to increase the ROA further. The next approach available to EGL is to reduce 
its total operating expenses. This can be achieved through a 1.7% decrease in the 
expenses, which translates to a US$31.23 million decrease, holding all else constant. 
The increase in ROA to the peer average can also be achieved by reducing the 
accounts receivable and the fixed assets. However, for EGL, these figures are below 
the peer average, clarifying that the below average asset turnover is due to low sales. 
From the SPM model, even if the accounts receivables and fixed assets are reduced to 
zero, the impact on the ROA is not significant to increase the ROA to the peer average. 
The reason for this is that the net profit margin is very low and no matter how low the 
accounts receivables and fixed assets are reduced to, they cannot increase the ROA to 
the peer average. Hence, for EGL, it is vital that the company improves its net profit 




EGL can improve its EVA by implementing one or a combination of the following 
strategies: increase Net Operating profit after Tax (NOPAT), reduce the company’s 
capital investment (C), and/or reduce the cost of capital (COC). EGL’s EVA is 
negative in all the three years. By increasing the EVA by 15%, it still remains negative 
at - 0.75. Hence, to achieve significant improvement in performance, EGL’s strategy 
should be to increase the EVA to the peer average of 29.13.  
 
To achieve an EVA of 29.13, EGL’s managers would have to increase NOPAT by 
111%, which translates to US$30 million. To achieve this increase in NOPAT, 
assuming that the income tax rate is constant, EGL’s EBIT would have to increase by 
74% (US$24 million). EGL’s managers could also control its C or COC. However, the 
company’s net profit margin is so low that even if the value for C or COC is reduced 
to zero, the EVA would not be able to reach the peer average of 29.13. EGL’s capital 
charge, C and COC are well below the peer average and hence, to improve its EVA, 
EGL needs to focus on improving its NOPAT by increasing its sales and reducing its 
total operating expenses, as concluded by the SPM model.  
 
3.2.6.3 Recommendations 
The SPM concludes that the best way for EGL’s management to improve their ROA is 
to increase their sales, as well as reduce their total operating expenses. This will not 
only increase their net profit margin, but also their asset turnover, helping to increase 




and reducing the total operating expenses. This approach would not result in very 
drastic changes having to be made by the company. In order to increase the ROA to 
the peer average of 5.79%, EGL can increase its sales by a modest 0.04% (US$0.67 
million) and decrease its total operating costs by 1.7% or US$31 million. These 
changes are more realistic for EGL to achieve.   
 
EGL’s strategy to improve its EVA to the peer average of 29.13 can be achieved by 
increasing its NOPAT by 111% or US$30 million. This translates into an increase in 
the EBIT by 74% (US$24 million). This change in EBIT helps to improve the ROA in 
the SPM by 255% to 4.97%, which is slightly less than the peer average. EGL needs 
to focus its efforts on increasing its NOPAT by increasing sales and reducing the total 
operating expenses. The changes that have been recommended in this section can be 
achieved by adopting a combination of the operating value drivers that were discussed 
in Chapter 2. 
 
3.3 CONCLUSIONS 
In this chapter, we have applied the SPM and EVA models to analyse and develop a 
strategy for the future for the freight forwarding 3PL providers, Exel, Expeditors and 
EGL. An increasing number of companies are striving towards aligning their goals 
and actions with the interests of their shareholders. Hence, such analysis is important 
for these 3PL providers as it aids their decision-making and strategy formulation to 




We have studied Exel, Expeditors and EGL using the SPM and EVA models. For each 
of these models, the financial data from the 3PL providers’ income statements and 
balance sheets were used to calculate the ROA/ RONW and EVA. The financial 
parameters involved the models were compared against a peer average to determine 
the situation of the firms in 2002. It was found that Expeditors was the best performer 
of the group, followed by Exel and then EGL. Using the data, the strategies for 
improvement and recommendations were made. The conclusions obtained are 
summarised below: 
 
For Exel, the following recommendations were made: 
To improve ROA/ RONW by 15%, Exel would have to increase sales by just under 
5% (US$180 million), coupled with a reduction of 0.25% (US$ 9 million) in total 
operating expense, 0.4% in accounts receivable (US$4 million) and about 2% (US$9 
million) in fixed assets. An increase in NOPAT of 10% (US$11 million), decrease in C 
of US$37 million (about 3%) and a reduction in COC of just 1.7% to 8.2% from 
8.34% would result in Exel’s EVA reaching the peer average.  
 
For Expeditors, the following recommendations were made: 
An increase in sales of just above 10% or US$231 million combined a slight decrease 
in the total operating expense of 0.17% or about US$4 million would result in the 
15% increase in ROA. To increase its EVA by 15%, Expeditors would have to 




and decrease COC to 5.71% (from 5.96%).  
 
For EGL, the following recommendations were made: 
EGL is then worst performer of the group, and the following recommendations were 
made. In order to increase the ROA to the peer average of 5.79%, EGL can increase 
its sales by a modest 0.04% (US$0.67 million) and decrease its total operating costs 
by 1.7% or US$31 million. EGL’s strategy to improve its EVA to the peer average of 
29.13 can be achieved by increasing its NOPAT by 111% or US$30 million.  
 
The contributions of this chapter are: 
1. Applied the SPM and EVA models to Exel, Expeditors and EGL. 
2. Created a set of recommendations for improving the shareholder value of each of 
the three 3PL providers.  
 
In the next chapter, we expand the use of the SPM and EVA models to study the 
impact of outsourcing on the manufacturer/ retailer’s, and 3PL providers’ 
ROA/RONW and EVA.  Using the impact on a 3PL provider, a set of criteria to 











In the previous chapter, three freight forwarding third-party logistics (3PL) providers 
were analysed using the SPM and EVA models. The strategic changes that these 
providers can make to improve their ROA/RONW and EVA were also recommended. 
In this chapter, the aim is to analyse the impact that outsourcing has on the 
shareholder value of the two parties involved in the outsourcing relationship, namely 
the manufacturer or retailer who outsources a particular function, and the 3PL 
provider to whom the function is outsourced to. The SPM and EVA models, which 
indicate the change in shareholder value, are used to calculate the changes in the 
ROA/ RONW and EVA. In addition, influence diagrams are used to study the changes 
that take place during outsourcing for the two parties. From the conclusions obtained 
for the 3PL provider, the strategy for a 3PL provider to choose a partner/ customer is 
formulated.  
 
4.1.1 Chapter Organisation 
This chapter aims to study the impact of outsourcing the logistics functions on the 
shareholder value for a manufacturer/ retailer and the 3PL provider. The chapter 
begins with a literature review of the concept of outsourcing and the expected benefits 




has on the SPM and EVA models of the manufacturer/ retailer with the help of 
influence diagrams. Next, we measure the influence of outsourcing on a 3PL’s SPM 
and EVA models and the conditions to be met by the 3PL provider to increase its 
shareholder value are developed. Finally, the criteria for choosing a customer for a 
3PL provider are created based on the analyses in the previous sections.  
 
4.2 OUTSOURCING 
Manufacturers/ retailers, in today’s business environment, are facing many challenges 
including the global proliferation of products, rapidly changing technologies, and the 
need to better integrate their business functions. In addition to wanting a greater 
market share, these companies are facing increasing pressures to improve the value 
they provide to their shareholders. Effective supply chain management is important in 
achieving this goal. However, for many manufacturers/ retailers, managing their 
supply chains is not a core competency.  Given this situation, an increasing number 
of manufacturers/ retailers are outsourcing their logistics and supply chain operations 
to third-party logistics (3PL) providers. A study, conducted by Dr. Robert Lieb and 
Brook A. Bentz, shows that 83% of the manufacturers who responded to the survey 
indicated that they use 3PL services (Shanahan, 2004). This figure was 65% in 2002. 
 
Outsourcing is a management strategy in which a manufacturer/ retailer makes use of 
an outside company to perform all or part of its materials management and 




services that are outsourced can be split into two categories, namely technology 
services and Business Process Outsourcing (BPO).  
Technology Business Process Outsourcing (BPO) 
z Electronic Commerce 
z Infrastructure (networks) 
z Software applications 
z Telecommunications 




z Procurement/ Supply chain management Customer 
Relationship Management  
z Enterprise Resource Planning 
z Finance/Accounting 
z Human Resources 
z Payroll processing 
z Security 
Table 4.1: Commonly outsourced services 
In a study conducted by the Corporate Executive Board (3PL Selection & 
Implementation 2001), the most frequently outsourced logistics activities are 
warehouse management (46%) and direct transportation service (63%).  
 
Manufacturers/ retailers outsource in order to focus on their core competencies by 
removing those functions that are not their core competencies.  They outsource in 
order to gain help in managing their supply chain as they don’t have the ability to 
effectively manage the logistics operations in-house. Manufacturers/ retailers may be 
experiencing service problems such as high logistics costs, inconsistent and/or late 
delivery times, rising loss and damage claims, errors in order and fulfilment and 
customer complaints. With the recent trend towards outsourcing, many manufacturers/ 
retailers do not want to get left behind, and want to follow and share in the benefits 





Logistics providers have the expertise, technology, and access to best-practices to help 
their clients create an efficient, coordinated, and profitable supply chain. The logistics 
provider allows companies to focus on a strategic part of the business, and enables 
companies to expand their resources. Companies have realized the positive impact 
that well-run outsourcing has on the income statement, balance sheet, and hence on 
shareholder value. According to the CEO of CSFB direct, K. Blake Darcy, “value 
wins out overall, and the only way you can provide that value on a consistent basis is 
to be cost effective by using outsourcing and partnerships” (Pellet, 2001).  
 
There have been positive and negative claims of the benefits of outsourcing in the 
business press.  The key benefits of outsourcing to a manufacturing/ retail company 
are (Simchi-Levi, Kaminsky, Simchi-Levi 2003, p. 150; Alonso et. al 1997, 
Outsourcing Technology in the automotive industry 2003): 
z Increased focus on core competencies 
z Improved customer service 
z Reduced operating expenses 
z Increased efficiency and productivity  
z Shortened inventory cycles 
z Lower fixed assets 
z Freed-up capital resources 
z Business Risk alleviation 





In this chapter, we would like to study the effect of outsourcing on shareholder value. 
We begin, in the next section, by studying the impact of outsourcing on the 
shareholder value of a manufacturer/ retailer.  
 
4.3 IMPACT OF OUTSOURCING ON THE SHAREHOLDER 
VALUE OF A MANUFACTURER/ RETAILER 
The pervious section has highlighted the benefits that a manufacturer/ retailer can gain 
from outsourcing. These benefits can be translated into factors that influence the SPM 
and EVA models to have a positive impact on shareholder value. By outsourcing, 
manufacturers/ retailers can achieve an improvement in their shareholder value. The 
table below shows how each of the benefits from outsourcing impacts a variable in 
either the income statement or balance sheet of a manufacturer/ retailer. 
Benefit Impact on SPM and EVA models 
 Income Statement Balance Sheet 
Increased focus on its 
core competencies 
(area of expertise)  
 
z Improves productivity which reduces 
operating costs 
z Improves customer service, and hence 
sales 





z Increased sales  
Reduced operating 
expenses 
z Reduced operating costs, including: 
- Administration costs 
- Labour costs 
- Inventory carrying costs 
- Transportation costs 
- Warehousing costs  
- Technology-related costs 
- Taxes 
z Outsourcing converts fixed costs into 





the 3PL provider. The 
manufacturer/retailer makes a payment for 
these services. 
Increased efficiency 
and productivity  
z Reduced operating costs 




z Reduced inventory due to shorter cycles 
and lower levels of safety stock. 
z Reduced accounts receivable since cycle 
time, accuracy of orders and information 
correctness improved (accelerated invoice 
payments)  
z Reduced inventory levels 
reduce capital investment 
needed in the warehouse to 
store the inventory.  
Lower fixed assets  z Asset transfer to 3PL provider 
leads to reduced fixed assets 




z Increased capabilities without capital 
investment leads to improved services and 
efficiency thereby lowering costs, and 
improving customer service and sales. 
z Reduced capital investment in 
fixed assets 
z Reduced cost of capital due to 
company being more 




 z Reduced cost of capital since 
the company is more 
attractive to investors (lower 
risk)  
Table 4.2: The impact of the benefits of outsourcing on the SPM and EVA models for the company 
outsourcing 
The expected overall benefits can be translated into improvements in the return on 
assets (ROA) (and hence the return on net worth (RONW)) and EVA as shown in 
Figure 4.1 and 4.2 respectively.  
 
The table and the figures show that when a manufacturer/ retailer enters into an 
outsourcing contract with a 3PL company, there is a reduction in operating expenses, 
inventory, accounts receivables, fixed assets, capital investment and cost of capital. In 
addition, sales may increase due to better customer satisfaction and being able to 
focus on its core competencies.  
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-Increased focus on core competencies
Sales -Improved customer service
-Freed-up capital resources
Cost of goods sold (COGS)
- -Increased focus on core competencies
Net Profit + -Reduced administration costs, 
Net Profit                  Total Operating Variable Expenses labour costs, inventory carrying costs, transportation costs, 
Margin Expenses warehousing costs, technology costs and taxes
/ + -Improved efficiency and productivity 
Sales - Fixed Expenses 
Income Taxes
Return on




-Reduced inventory due to lower level of safety stocks
Sales + -Shortened inventory cycle 
Accounts Receivable
       Asset Turnover Current Assets -Shortened inventory cycle 
/ +





-Lower fixed assets  




Earnings Before Interest and Taxes
(EBIT) Increased Sales
-Increased focus on core competencies
(NOPAT) - -Improved customer service
-Freed-up capital resources
Income Taxes Reduced operating costs
Economic Value Added -Increased focus on core competencies
(EVA) -Reduced administration costs, 
= labour costs, inventory carrying costs, transportation costs, 
warehousing costs, technology costs and taxes
-Improved efficiency and productivity 
-
Capital Investment -Increased focus on core competencies






-Business risk alleviation  
 
Figure 4.2: Impact of benefits on EVA for the company outsourcing 
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However, the manufacturer/ retailer has to pay the 3PL provider for its services. In 
addition to this, the manufacturer/ retailer may incur coordination or transition costs 
related to outsourcing. These changes result in an operating expense.  
 
In order to illustrate the impact that outsourcing has on a manufacturer/ retailer, 
influence diagrams are used. An influence diagram is a simple visual representation of 
a decision problem. It is a pictorial way of showing how decision variables and 
objectives influence each other. The influence diagram consists of the following node 
shapes: 
 
Variable that can be controlled 
 
A variable that cannot be controlled 
 
A general variable is a function of the quantities it depends on 
 
An objective variable is a quantity that needs to be maximised 
An arrow denotes an influence  
Table 4.3: Node shapes in influence diagrams 






Figure 4.3: Influence diagram for manufacturers/ retailers 
The next section will compute the impact on shareholder value (using the SPM and 
EVA models) for a manufacturer/ retailer when outsourcing takes place.  
 
4.3.1 Influence Diagrams for Manufacturer/ Retailer 
In the previous section, we have studied the changes that affect the shareholder value 
of a manufacturer/ retailer who wishes to take part in outsourcing. We now compute 
the impact of these changes on the ROA/ RONW and EVA. To do this, the following 
assumptions have been made: 
z It is assumed that the manufacturer/ retailer outsources its warehousing and 






Decrease in operating 
costs due to 
administration costs, 
labour costs, etc  
Decrease in fixed 
assets 
Decrease in accounts 
receivables 
Increase in operating 
costs due to payment 
to 3PL provider, as 
well as coordination 







logistics services (3PL Selection & Implementation 2001). In addition, to 
simplify the analysis, it is assumed that the manufacturer/ retailer outsources 
these functions to a single 3PL provider. 
z The percentage decrease in operating costs, inventory and fixed assets are 
obtained from a Third-Party Logistics Study by Cap Gemini Ernst & Young in 
2001 (Langley, Allen, Tyndall 2001, p.15) in which it is stated that companies 
that outsourced benefited from an 8.2% reduction in logistics cost, 15.6% 
decrease in fixed assets (due to the transfer of warehouses and trucks to the 3PL 
provider) and 5.3% reduction in overall inventories.  
z For the purpose of this research, it is assumed that sales and accounts receivable 
are held constant since the changes in these variables are difficult to estimate. If 
there are any improvements in these values, they will impact the ROA/ RONW 
and EVA in a positive manner.   
z It is assumed that the overall operating expenses are reduced (i.e. the effect of the 
increase in operating expenses due to the payment for the 3PL provider’s services 
and the coordination/ transition costs is less than the effect of the reduction in 
operating costs due to lower warehousing costs, transportation costs 
administration costs, labour costs, etc.).  
 
4.3.1.1 Influence Diagram for SPM 
In addition to the assumptions made above, it is assumed that the financial leverage of 




inventory, accounts receivable or fixed assets) would result in the cash being used in 
other more productive assets. 
 
Knowing the changes that occur when a manufacturer/ retailer outsources their 
warehousing and transportation function, the impact on the ROA/ RONW for the 
SPM can be computed for two scenarios as shown in the influence diagrams below. 
For the equations used to calculate the ROA/ RONW, please refer to Appendix 4. 
 
Scenario 1 (Ideal Scenario): 
When outsourcing takes place, the manufacturer/ retailer transfers its warehouses and 
transportation assets (such as trucks) to the 3PL provider. In this case, there is a 
reduction in the fixed assets of the manufacturer/ retailer. This is the ideal scenario. 
 



























ROA & RONW 




With a reduction in operating expenses by 8.2%, inventory by 5.3% and fixed assets 
by 15.6%, a manufacturer/ retailer can increase its ROA and RONW by 35%.  
 
Scenario 2 (Worst-case Scenario): 
In this case, the fixed assets (including warehouses and transportation assets) are not 
transferred to the 3PL provider. The 3PL provider uses its own fixed assets and the 
manufacturer/ retailer’s warehousing space or transportation vehicles lie unutilised. 
This scenario takes place very often in manufacturing companies who outsource their 
warehousing and transportation functions but are left with the assets. When this 
happens, the manufacturer does not benefit from the reduction in fixed assets. 
 































With no transfer in fixed assets, the increase in the ROA for the manufacturer is 
significantly less (13.9%).  
 
From the two scenarios, we observe that the increase in ROA/ RONW ranges from 
13.9% to 35%. Hence, we can conclude that, according to the SPM model, the 
shareholder value increases from outsourcing. If the manufacturer/ retailer gains 
further benefits from increasing sales due to improved customer service, as well as 
reduced accounts receivable due to improved order accuracy and shorter inventory 
cycles, then the manufacturer/ retailer could experience an even greater increase in its 
ROA/ RONW.  In the next section, a similar analysis is performed for the EVA 
model.  
 
4.3.1.2 Influence Diagram for EVA 
To study the impact that outsourcing has on a manufacturer/ retailer’s EVA, the 
following additional assumptions are made: 
z The percentage reduction in inventory and fixed assets is assumed to be equal to 
the reduction in the capital investment of the manufacturer/ retailer.  
z It is assumed that the cost of capital is held constant since the change in this 
variable is difficult to estimate. If there is any reduction in the cost of capital, they 
will impact the EVA in a positive manner.   
 




warehousing and transportation function, the impact on the EVA can be computed for 
two scenarios as shown in the influence diagrams below. For the equations used to 
calculate the EVA, please refer to Appendix 5. 
 
Scenario 1 (Ideal Scenario): 
When outsourcing takes place, the manufacturer/ retailer transfers its warehouses and 
transportation assets (such as trucks) to the 3PL provider. In this case, there is a 
reduction in the fixed assets of the manufacturer/ retailer. This is the ideal scenario. 
 
Figure 4.6: Scenario 1 - Influence diagram for the EVA model for manufacturer/ retailer 
 

































improvement in the EVA of 29.1%.  
 
Scenario 2 (Worst-case Scenario): 
In this case, the fixed assets (including warehouses and transportation assets) are not 
transferred to the 3PL provider. The 3PL provider uses its own fixed assets, and the 
warehousing space or transportation vehicles lie unutilized for the manufacturer/ 
retailer. This scenario takes place very often in manufacturing companies who 
outsource their warehousing and transportation functions but are left with the assets. 
When this happens, the manufacturer does not benefit from the reduction in fixed 
assets.  
 































Without the transfer of fixed assets, the EVA for the manufacturer/ retailer increases 
by just 13.5%. The increase in EVA for the two scenarios ranges from 13.5% to 29.1%, 
indicating shareholder value creation. In both scenarios, if the manufacturer/ retailer 
gains further benefits from increasing sales due to improved customer service, the 
EVA could be increased by an even greater percentage.  
 
From the above analyses, we can conclude that the manufacturer/ retailer will improve 
its shareholder value by outsourcing its warehousing and transportation functions. 
Hence, manufacturers/ retailers should consider outsourcing these functions. The 
exact extent to which the shareholder value will improve will depend on each 
individual company. Having studied the impact on manufacturers/ retailers, the next 
section studies the impact of outsourcing on the 3PL provider.   
 
4.4 IMPACT OF OUTSOURCING ON THE SHAREHOLDER 
VALUE OF A 3PL PROVIDER 
In this section, the impact that outsourcing has on a 3PL provider’s ROA/ RONW and 
EVA, and hence shareholder value is analysed. From the preceding section, 
manufacturers/ retailers that outsource experience a reduction in operating costs, 
inventory, fixed assets and capital investment. The analysis in Section 4.3 shows that 
these benefits cause an improvement in the shareholder value of the manufacturer/ 
retailer. When a 3PL provider enters into a contract with a new customer, it gains 




certain percentage of the operating expenses, fixed assets and capital investment of 
customer. The average return on invested capital for pure 3PL players is between 7% 
and 8% which is below their weighted average cost of capital for years. This has 
resulted in destruction of shareholder value (Bot, Neumann 2003). In this section, we 
aim to determine the conditions under which a 3PL provider can create shareholder 
value.  
The impact on a 3PL provider is studied by using Exel as an example of a 3PL 
provider. The following assumptions were made to enable the computation of the 
ROA/ RONW and EVA: 
z The impact of outsourcing on Exel is calculated based on the scenario of what 
occurs when Exel gains a new customer.  
z It is assumed that the new customer outsources their warehousing and 
transportation functions. These two functions were chosen since they are the two 
most frequently outsourced logistics services (3PL Selection & Implementation 
2001).  
z The average amount each of Exel’s customers spend on outsourcing is 
approximately ₤170 million (Exel US strategy presentation 2003, 
http://investor.exel.com/exelplc/).  
z The percentage decrease in operating costs by outsourcing is obtained from a 
Third-Party Logistics Study by Cap Gemini Ernst & Young in 2001 (Langley, 
Allen, Tyndall 2001, p.15) in which, it is stated that companies that outsourced 




companies studied had average revenues of US$50 billion, and the supply chain 
costs of the companies averaged about 12.5% of their revenues (which is about 
US$6.25 billion for a $50 billion revenue company). In the calculations of the 
ROA/RONW and EVA for the 3PL provider, it is assumed that the average 
revenue of the manufacturer/ retailer is $50 billion.  
z It is assumed that the fixed assets from the manufacturer/ retailer are transferred 
to the 3PL provider. From the balance sheet and income statement, the fixed 
assets can be computed as a percentage of sales. It is assumed that the increase in 
fixed assets of a 3PL provider is equal to this percentage multiplied by the 
increase in sales revenue generated from the addition of a new customer (for Exel, 
it is ₤170 million). This is due to the 3PL provider sharing the assets among 
different customers, and hence gaining economies of scale. Therefore the impact 
on each customer of these new assets should be in proportion to the current ratio 
of fixed assets to sales.  
 
From the above assumptions, the following calculations for Exel were made: 
z Increase in sales revenue  = Average customer spend/ Total revenue in 2002 
= 170 / 4643 
= 3.66% 
z A decrease in operating expenses for the manufacturer by 8.2% translates into a 
decrease in US$0.5 billion (8.2% of US$6.25billion). This value is transferred to 




Increase in Exel’s operating expenses  = increase in operating expense/  
current operating expense 
= 0.5 / 7.074  
         = 7.07% 
z Fixed assets as a % of revenue for Exel  = Current level of fixed assets/ 
Current level of revenue 
= 576.2 / 4643 
= 12.4% 
The increase in revenue of ₤170 million would result in an increase in fixed assets 
of ₤21.08 million. This is a 3.66% increase in the fixed assets for Exel.  
 
4.4.1 Influence Diagram for SPM 
The changes that take place for a 3PL provider (like Exel) when they take on a new 
customer are: 
z Increase in sales 
z Increase in total operating expenses 
z Increase in fixed assets 
The following figure shows the impact that the above changes have on the ROA/ 





Figure 4.8: Influence diagram for SPM for Exel 
By acquiring a new customer, Exel gains an increase in sales revenue of 3.66%, but 
experiences an increase in operating expenses of 7.07% and fixed assets of 3.66%. 
These changes result in the deterioration of the ROA/ RONW%, and hence the 
shareholder value by 6.15. In the following section, a similar approach is carried out 
to find the change in the EVA of Exel.  
 
4.4.2 Influence Diagram for EVA 
The changes that take place for a 3PL provider (like Exel) when they take on a new 
customer are: 
z Increase in sales 
z Increase in total operating expenses 
Exel acquires a 
new customer 
Increase in 






fixed assets by 
3.66% 
Decrease in 
net profit by 
3.41% 
Decrease in net 
profit margin 
by 6.8% 
Increase in total 




ROA & RONW 




z Increase in fixed assets 
 
In addition to the assumptions made for this section, it is assumed that the capital 
investment of Exel increases by the same percentage as the increase in fixed assets for 
Exel. The following figure shows the impact that the above changes have on the EVA 
of Exel. 
 
Figure 4.9: Influence diagram for EVA for Exel 
The above figure shows that Exel would deteriorate its shareholder value by 7.07% 
from acquiring a new customer.  
 
From Figure 4.8 and 4.9, it can be concluded that by acquiring a new customer, Exel 
would deteriorate its shareholder value, shown by the decrease in ROA/ RONW 
Exel acquires a 
new customer 
Increase in 


























(6.15%) and EVA (7.07%). To prevent the deterioration of shareholder value, Exel 
would have to achieve an increase in sales that is greater than the combined impact of 
the increase in value of operating expenses and fixed assets.  
 
The following section will determine the conditions under which a 3PL provider will 
be able to create shareholder value.  
 
4.4.3 Conditions for shareholder value creation 
Assuming that: 
z S is a variable denoting the value of sales 
z Oexp is a variable denoting the level of operating expenses 
z A is a variable denoting the level of total assets 
z C is a variable denoting the capital investment of the 3PL provider 
z a is a constant representing the ratio of the new increased value of sales to the 
previous value of sales. For example, if sales increases by 5% then a = 1.05 
z b is a constant representing the ratio of the increased value of operating expenses 
to the previous value of operating expenses. For instance, if the operating 
expenses increase by 10%, then b = 1.10 
z c is a constant representing the ratio of increased value of total assets to the 
pervious value of total assets. For example, if the total assets increase by 3%, then, 
c = 1.03 




takes place, respectively.  
When a 3PL company gains a new customer, its sales, S increases to aS, its operating 
expenses, Oexp increases to bOexp, and its fixed assets increases causing A and C to 
increase to cA and cC respectively.  
 
Conditions to improve ROA/ RONW for 3PL provider: 
From the calculation of the ROA/ RONW for the SPM (see Appendix 4), the 
following equations for ROA are obtained for before (ROA1) and after (ROA2) 
outsourcing takes place. 
 

























































From the above equations, it is observed that in order for the 3PL to improve its 











the value of the 3PL provider’s fixed assets, and the increase in the value of operating 
expenses must be less than the increase in the value of the 3PL provider’s fixed assets.  
 
Conditions to improve ROA/ RONW for 3PL provider: 
From the calculation of the EVA (see Appendix 5), the following equations for EVA 
are obtained for before (EVA1) and after (EVA2) outsourcing takes place. 
 
EVA = NOPAT – Capital Charge 



















From the above equations, for there to be an improvement in EVA, 












The above inequality implies that the increase in the value of sales minus the 
combined increase in the value of operating expenses and fixed assets should be 
greater than -1. When this condition is fulfilled, then the company will improve its 
EVA.  
 
From the above conditions that have been developed, 3PL providers should consider 




their shareholder value.  
 
To create shareholder value, 3PL providers need to ensure that the impact of the 
increase in operating expenses and fixed assets is less than the impact of the increased 
sales. To do this, 3PL providers can use economies of scale, scope and skill.  
 
3PL providers can attain improved shareholder value through their unique ability to 
achieve economies of scale, scope and skills. 3PL providers can achieve this by using 
the concept of “shared services”, in which, the 3PL consolidates or re-uses its assets 
and capabilities for different customers. For example, a 3PL could: 
z Use the same warehouse space for various customers, thereby splitting the cost of 
the warehouse and inventory carrying costs among the customers. 
z Consolidate shipments and benefit from the large volume to get lower discounts. 
z Make investment in technology (e.g. warehouse management systems, 
transportation management systems, track and trace technology, etc.) and use the 
same applications for different customers. 
z By using their expertise in warehouse management, transportation management 
and technology, the 3PL providers can re-utilize these skills to benefit their 
customers.  
 
The capital investment made in acquiring warehouse space, transportation, equipment 




worthwhile. By adopting the use of “shared services”, 3PLs are able to provide these 
services and assets, at a lower price than companies would be able to attain 
themselves. The 3Pl provider benefits from decreased operating costs and lower fixed 
assets thereby enabling the 3PL provider to improve its shareholder value.  
 
From the conditions, it can be concluded that one of the factors that affects a 3PL 
provider’s ability to improve its shareholder value is the level of sales. To improve its 
sales, a 3PL provider must choose the right customers from whom it can benefit from. 
The next section explains what the criteria for choosing a customer should be for a 
3PL provider. 
 
4.5 CUSTOMER SELECTION CRITERIA FOR A 3PL PROVIDER 
The conditions for improved shareholder value that were established in the previous 
section show that a 3PL provider improves its shareholder value only when the impact 
of the increase in sales from a new customer is greater than the impact of the increase 
in operating expenses and fixed assets on the ROA/ RONW and EVA. Since the value 
of sales is a major determinant of whether a 3PL provider will be able to improve its 
shareholder value, we create a set of selection criteria that 3PL providers can use to 
maximize their sales and improve their market share. Such a strategy to choose an 
appropriate partner is important to 3PL companies to enable them to improve their 





1. Type of industry 
Customers in a mature or declining industry would want to drive their operating costs 
down and differentiate their products from their competitors. These industries are 
characterised by product proliferation, excess capacity and price cutting. Customers in 
a high-growth industry may require expensive technology or manufacturing facilities. 
A company in such an industry may choose to outsource these functions to a 3PL 
provider. 3PL providers can help their customers in both these types of industries by 
streamlining their logistics processes to result in lower costs, and improved customer 
service and quality to enable product differentiation. 3PL providers need to target 
customers in these industries in order to increase their sales revenues. 
 
2. The customer’s logistics spend 
A 3PL provider can benefit from a customer that has a large logistics spend by 
improving its share of that spend. This can be achieved by improving the types and 
quality of the services provided to these customers, thereby attracting increasing 
business.  
 
3. The importance of the customer 
An important customer is one from whom a 3PL provider can gain a large amount of 
business. For example, large companies, such as Hewlett-Packard, Nissan and Marks 
and Spensers are following the trend towards outsourcing with the aim of reducing its 




revenues and provide a potential for outsourcing. By targeting such companies, and 
offering them value-added services, a 3PL provider can improve its share of the 
outsourcing spend.  
 
4. The type and geography of market the customer is in/ expanding into 
A 3PL provider can benefit from increased sales due to its customers expansion into 
new markets and new geographic locations. If the market that the customer is 
expanding into is a high-growth one, then 3PL providers stand to gain a percentage of 
the profits that the customers would make. If the customer expands into geographic 
locations in which the 3PL provider has existing facilities (such as warehouses and 
transport facilities) then the 3PL provider stands to gain from increased sales 
revenues.   
 
5. Type of services the customer needs 
The needs of the customers of 3PL providers are rapidly changing. The customer’s 
requirements are moving towards more integrated, value-added and 
technology-intensive services. 3PL providers who can meet the needs of their 
customers, and evolve as the needs change, benefit from increased market share. For 
example, Exel has benefited from increased sales due to its integrated services which 
combine freight forwarding and contract logistics.  
 




z the customer is from a mature, declining or high-growth industry 
z the customer has a large logistics spend 
z the customer is an important one (i.e. a company with large sales and outsourcing 
potential) 
z the customer is expanding into a high-growth market 
z the customer is expanding into geographic locations in which the 3PL provider 
has facilities in 
z it can meet the changing needs of their customers 
When a 3PL provider needs to select a new customer, or increase its business with an 
existing customer, the above criteria can be used to aid in the selection process.  
 
4.6 CONCLUSIONS 
In this chapter, we have studied the impact of outsourcing on a manufacturer/ retailer 
and a 3PL provider. In a time when outsourcing is fast becoming popular, it is 
important for both parties to understand the impact that outsourcing has on the 
shareholder value. The analysis was restricted to manufacturers/ retailers outsourcing 
their warehousing and transportation functions. In addition, the criteria that 3PL 
providers should use to choose a customer was formulated. Past research has focused 
on the criteria for manufacturers/ retailers to choose their 3PL provider. Hence this 
new angle is important to 3PL providers, in order to help them to benefit from the 





We use the benefits of outsourcing that has been highlighted in past research to 
analyse the impact of outsourcing on a manufacturer / retailer with the help of the 
SPM and EVA models. Influence diagrams were used to illustrate the impact on the 
ROA/ RONW and EVA for manufacturers/ retailers. The two scenarios that were 
studied were the ideal situation in which the manufacturer/ retailer’s fixed assets were 
transferred to the 3PL provider, and the worst-case scenario in which the 
manufacturer/ retailer retained their fixed assets. The results obtained showed that the 
improvement in ROA/ RONW and EVA was between 13.9% and 35% for the former, 
and between 13.5% and 29.1% for the latter. This showed that the manufacturer/ 
retailer is creating shareholder value, and hence it can be concluded that 
manufacturers/ retailers should outsource their warehousing or transportation 
functions.  
 
We conducted a similar analysis for 3PL providers, and the results showed that the 
3PL provider’s ROA/ RONW and EVA would decrease by acquiring a new customer, 
indicating the deterioration in shareholder value. From this, the conditions for a 3PL 
provider to improve its shareholder value and benefit from outsourcing were 
developed. The conditions indicated that the 3PL provider had to generate sales 
revenues that would be larger than the increasing operating costs and fixed assets 
incurred by acquiring a new customer. Only when these conditions are met should a 
3PL provider consider acquiring the new customer. Keeping this in mind, the criteria 




This chapter has made the following contributions: 
1. Applied the benefits of outsourcing to the SPM and EVA models to create 
influence diagrams to study and illustrate the impact of outsourcing for 
manufacturers/ retailers. 
2. Used the impact on the manufacturers/ retailers to study the effect of outsourcing 
on 3PL providers. The SPM and EVA models, as well as influence diagrams, were 
used to study this effect. We have developed a set of conditions that must be met 
by 3PL providers in order for them to achieve and increase shareholder value. 
3. Developed the criteria that a 3PL provider should use to choose their customers.  
In the next chapter, we shall once again use the SPM and EVA models to determine 
the impact of an emerging technology, radio frequency identification (RFID), on the 













CHAPTER 5: THE IMPACT OF RADIO FREQUENCY 
IDENTIFICATION (RFID) ON THE SHAREHOLDER 
VALUE OF 3PL PROVIDERS 
 
5.1 INTRODUCTION 
3PL providers are constantly seeking to improve their technology in order to provide 
better service levels for their customers. One such emerging technology is Radio 
Frequency Identification (RFID). RFID has gained an increased interest since 
Wal-Mart announced in June 2003 that the company’s top 100 suppliers must be 
RFID-compliant by January 2005. This has resulted in a lot of research to study the 
benefits that retailers can gain from implementing RFID. However, retailers are not 
the only party in the supply chain who can benefit from RFID. With companies like 
Wal-Mart issuing mandates to their suppliers to become RFID-compliant, many 
suppliers who cannot meet this requirement are turning to 3PL providers to provide 
this service. Hence 3PL providers seeking to be a part of the growing market for RFID 
need to know the benefits that they can gain and the impact that this new technology 
will have on their shareholder value.  
 
In this chapter of the thesis, we will develop a framework, using the SPM and EVA 






5.1.1 Chapter Organisation 
This chapter aims to determine the impact of RFID on the shareholder value of 3PL 
providers. The chapter begins by providing a brief introduction to RFID. This is 
followed by the development of the benefits of RFID to 3PL providers (section 5.3). 
The benefits and costs of RFID are used to determine the impact on the SPM (ROA/ 
RONW) and EVA models with the help of influence diagrams (section 5.4).  
 
5.2 RADIO FREQUENCY IDENTIFICATION (RFID)  
Radio Frequency Identification (RFID) uses identification chips or “tags” that send 
data to readers via wireless data communication. This enables the automatic 
identification and tracking of items in a supply chain (The true cost of Radio 
Frequency Identification (RFID) 2004). RFID technology is currently being used in 
toll booth automation and self-service retail processes (e.g. Mobil’s Speedpass). Many 
companies, such as Proctor & Gamble and Marks & Spencers, have begun adopting 
this technology with the aim of improving their supply chain efficiency. With more 
companies beginning to use RFID, the size of the market for RFID, which is currently 
estimated at around $1.3 billion, is expected to grown to more than $3 billion by 2007 
(Gohring 2003). 
 
5.3 BENEFITS OF RFID FOR 3PL PROVIDERS 
A vast amount of research has been conducted on the benefits of RFID for retailers. In 




RFID are studied by customizing past research to 3PL providers.  
3PL providers can make use of RFID technology in the following two ways: 
1. 3PL providers own transportation vehicles such as trailers, trucks, vans and even 
aircraft. RFID can be used to keep track of these vehicles. 
2. 3PL providers handle the inventory of various customers. The ownership of the 
inventory is with the manufacturer or retailer and the 3PL provider manages their 
inventory. In some cases, 3PL providers manage the spare-parts of the 
manufacturer. RFID can enable 3PL providers to track and trace the inventory, 
and provide real-time information on inventory levels to their customers (the 
manufacturers or retailers). 
 
Having defined the situations under which a 3PL provider can adopt the use of RFID, 
we develop the benefits of adopting RFID to 3PL providers.  
 
The benefits that a 3PL provider can gain from using RFID are: 
1. Visibility 
By using RFID, 3PL providers can track the exact location of their transport vehicles 
or their customers’ inventory real-time. These items can be located at any point in the 
supply chain, and information about their identity, location and history (e.g. asset 
repair history) can be obtained as the item passes through the supply chain. This 
visibility reduces product losses, shrinkage (or theft), idle inventory, and out-of-stock 




information on delivery dates, meet deadlines and improve product availability at 
reduced inventory levels. These lead to improved customer service. Package-delivery 
3PL providers such as DHL and UPS would benefit from being able to track their 
customers’ parcels throughout the delivery process and predict delivery dates more 
accurately. 3PL providers that maintain their customer’s inventory can keep track of 
the location of their customers’ inventory in the warehouse. Asset-based companies 
such as UPS, FedEx and DHL would benefit from being able to track their transport 
vehicles, as well as the inventory being carried by these vehicles. By tracking these 
vehicles, 3PL providers can improve their fleet management and load management.  
 
2. Improved efficiency and product flow 
With the visibility obtained by using RFID, 3PL providers can improve processes 
plagued with inaccuracy. For example, discrepancies in customer order processing, 
and differences between what was delivered and received are reduced. This would 
reduce the processing time and inventory can flow through the supply chain faster. 
Package-delivery 3PL providers can benefit from being able to process their 
customer’s orders more accurately, thereby reducing errors and processing of claims. 
  
3. Reduced labour costs 
RFID does not require line-of-sight and the data collected from the RFID system can 
be used to update the databases of software such as the warehouse management 




to reduced re-keying errors. This also reduces the labour requirements of the 3PL 
provider. In addition, with more accurate processing of customer orders, less labour is 
required for delivery checking and processing of claims.  
 
4. Responsiveness 
With the visibility that RFID provides, 3PL providers can meet urgent orders that their 
customers may require by making real-time changes in the supply chain.  
 
5. Security 
3PL providers may be handling inventory that require a high degree of security. With 
the end-to-end tracking provided by RFID, there is reduced losses from shrinkage (or 
theft) and counterfeit goods.  
 
Having developed the benefits that 3PL providers can gain from adopting RFID 
technology, we now study how these impact the SPM and EVA models, and hence the 
shareholder value.  
 
5.4 IMPACT OF RFID ON THE SHAREHOLDER VALUE OF A 
3PL PROVIDER 
The benefits that have been developed in the previous section impact the 3PL 






Benefit Income Statement Balance Sheet 
Visibility z Higher sales due to improved 
customer service  
 
z Reduced inventory for the 3PL 
provider’s customer due to reduced 
product losses, shrinkage (or theft), idle 
inventory, and out-of-stock items. 
z Reduced inventory of transportation 
vehicles (and hence reduced fixed assets) 
for 3PL providers due to better asset 





z Reduced operating expenses 
due to reduced errors 





z Reduced operating expenses  
Responsiveness z Higher sales due to improved 
customer service 
 
Security z Reduced operating expenses 
due to reduced shrinkage (or 
theft) and counterfeit goods 
 
Table 5.1: Impact of benefits on income statement and balance sheet 
The 3PL provider would incur a large amount of costs associated with the tags, 
readers and the integration of the systems within the company. The cost of the readers 
and the integration of systems, which account for a significant proportion of the total 
expenses, are one-time fixed costs. The infrastructure and readers are assets and 
therefore increase the fixed assets of the 3PL provider. The expenditure on tags is a 
recurring expenditure. These expenses, as well as the benefits, are the variables that 
impact the ROA/ RONW for the SPM, as well as the EVA of the 3PL provider. Figure 
5.1 and 5.2 illustrate the impact of RFID on the ROA/ RONW (SPM) and EVA (and 





- Improved customer servcie
Cost of goods sold (COGS)
-
Net Profit +
Net Profit        or                  Total Operating Variable Expenses -Reduced labour costs, errors, 
Margin Expenses shrinkage (or theft) and counterfeit goods
     or /        or + -Increased fixed expenses due to cost of 
Sales Fixed Expenses the readers and systems integration
Income Taxes -Increased variable expenses due to the 
Return on cost of the tags
Net Worth Financial ROA
RONW Leverage
       or = x        or x
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-Increased fixed assets due to infrastructure and readers  






Earnings Before Interest and Taxes
(EBIT) Sales
       or -Improved customer service
(NOPAT) -
    or Income Taxes Operating costs
Economic Value Added -Reduced labour costs, errors, 
(EVA) shrinkage (or theft) and counterfeit goods
       or = -Increased fixed expenses due to cost of 
the readers and systems integration
-Increased variable expenses due to the 
- cost of the tags
Capital Investment -Reduced inventory of transport vehicles due to better 
(C) asset utilization (better fleet management and load management)
       or -Reduced claims processing amd improved product flow
-Increased fixed assets due to infrastructure and readers
Capital Charge




Figure 5.2: Impact of RFID on SPM for a 3PL provider
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From the above two figures, it is observed that the impact on the ROA/ RONW and 
EVA is dependent on the size of the impact of each of the variables for individual 3PL 
providers. To enable the measurement of the impact on shareholder value, the 
following assumptions were made: 
z We assume that the factors that affect the ROA/ RONW and EVA significantly for 
a 3PL provider are the increased sales due to improved inventory tracking (better 
customer service), reduced inventory of transport vehicles, reduced store and 
warehouse labour expenses, the expenses incurred from the “tags”, readers and 
systems integration, and the increase in fixed assets due to the infrastructure and 
readers required. The other factors which include reduced accounts receivables 
and better asset utilization are assumed to remain unchanged since they are 
difficult to estimate.  
z We assume that 3PL providers will experience the following benefits (Kevan 
2004): reduced transport vehicles inventory through a one time cash savings 
estimated at 5% of total inventory; an annual benefit from a reduction in 
warehouse labour expenses of 7.5%; an annual benefit of 0.07% increase in sales 
due to improved inventory tracking of both their own transport vehicles and their 
customers’ inventory. The cost that the 3PL provider would have to spend for the 
implementation of RFID is estimated at $400 000 per distribution centre/ 
warehouse. In addition, the 3PL provider would have to spend about $35 million 
for systems integration. This data was obtained from a report by A.T. Kearney, a 




seen as a ‘retailer’ with its own inventory (trucks and their customer’s inventory). 
This enables the use of the results of the report for the 3PL providers.  
z We assume that the 3PL provider’s customers bear the cost to “tag” their pallets 
and cases. 
 
The process of implementation of RFID can be split into 2 main stages. In the first 
stage, the 3PL provider would incur the one-time benefit of reduced inventory, as well 
as the additional costs associated with setting-up the warehouse and systems 
integration. In the second stage, the 3PL provider would benefit from continued 
annual increases in sales and reduced operating expenses. Since, it is assumed that the 
customer would bear the cost of installing their products with the RFID “tags”, this 
does not affect the 3PL provider’s operating expenses and fixed assets. It is at this 
second stage that the 3PL provider is able to reap the benefits of improved efficiency, 
product flow and customer service. It is predicted that companies that implement 
RFID will take between 3 to 7 years to reach this stage (Kevan 2004). 
 
For the purpose of illustration, the impact of RFID is studied by using Exel as an 
example of a 3PL provider. With the help of the assumptions that have been made 
above, we study the impact of the RFID implementation on Exel in both the stages 
described above. To enable us to calculate the impact, the following preliminary 





z Exel has 57.6 million square feet of warehouse space (www.exel.com/), and 
assuming that each warehouse has an average space of 150,500 square feet, this 
equals about 382 warehouses that Exel owns.  
The cost of implementing RFID in the warehouses includes the cost of the 
infrastructure and readers. This is an increase in the fixed assets for Exel. Given 
that the cost for implementing RFID for each warehouse is $400 000  
(or ₤272 1083),  
Increase in fixed assets = ₤104.1 million  
This is a 10% increase in the fixed assets for Exel.  
z The estimated cost of systems integration is about $35 million, which is a 0.54% 
increase in the operating expenses for Exel. 
 
5.4.1 Impact of RFID on the SPM of Exel 
Using the above calculated data, the influence diagram to determine the impact on the 
ROA/ RONW in stage 1 is developed.  
 
From Figure 5.3, it is observed that Exel can increase its shareholder value by a very 
small margin (1.93%) due to the high initial setup costs incurred. Figure 5.4 shows the 
influence diagram in stage 2.  
 
 
                                                        




Stage 1: Initial implementation of RFID 
 
Figure 5.3: Influence diagram showing impact of RFID on ROA/ RONW for Exel in stage 1 
Stage 2: 3-7 years after implementation of RFID 
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From Figure 5.4, Exel will be able to improve its shareholder value by a more 
significant amount (7.49%) once it reaches stage 2. In the next section, a similar 
analysis is performed for the EVA model.  
 
5.4.2 Impact of RFID on the EVA of Exel 
In this section, the impact of implementing RFID on Exel’s EVA, and hence 
shareholder value is determined. The impact on the EVA for Exel is calculated for 
both stage 1, which is the period right after the implementation of RFID, and stage 2, 
which is the period 3-7 years after the implementation of RFID.  
Stage 1: Initial implementation of RFID 
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From Figure 5.5, it can be seen that the EVA of the 3PL provider improves by just 
2.03% after the implementation of RFID. This indicates a slight increase in the 
shareholder value. The next figure shows the impact on EVA after 3-7 years.  
 
Stage 2: 3-7 years after implementation of RFID 
 
Figure 5.6: Influence diagram showing impact of RFID on EVA for Exel in stage 2 
When Exel reaches stage 2, it will be able to improve its shareholder value by 7.57%. 
This improvement in EVA is more substantial that the improvement in stage 1.   
 
This analysis has been conducted for Exel, but can be extended to any other 3PL 
provider. The extent of the impact will depend on each individual company. From the 
analysis presented in this section, it can be concluded that a 3PL provider can enhance 
its shareholder value by implementing RFID, especially in the long-term. Hence RFID 
can add value to a 3PL provider through more efficient processes and better customer 
service. 3PL providers are also able to create this value due to the unique capability of 
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However, there are some problems (see Section 5.5) that 3PL providers may face 
when implementing RFID. If these problems are not dealt with, they may erode the 
benefits that a 3PL provider can gain by creating “hidden costs”.  
 
One of the main problems that 3PL providers may face is ensuring that their 
customers comply with tagging their inventory, installing the necessary readers and 
integrating their systems. Many customers will be hesitant to incur the additional costs. 
The 3PL provider will need to emphasise the benefits that the customer will get from 
RFID such as reduced inventory, reduced labour expenses, improved customer service, 
and better decision-making to predict demand. By doing so, the customer will be more 
motivated to incur the short-term cost in order to benefit in the long-term.  
 
3PL providers will face the problem of simultaneously using both bar-codes and RFID 
in the initial stages of implementation. Some customers may not be willing to “tag” 
their inventory due to the high costs, and this will prove to be a challenge for 3PL 
providers. They will have to separate the inventory from different customers when 
they arrive in a single container, and then use either bar-codes or RFID tags. This will 
lead to additional labour and technology expenses associated with the co-existence of 
both systems. 
 
In spite of these problems that 3PL providers may face, there are benefits to be gained. 




reduced inventory enable the 3PL provider to create shareholder value in the long-run. 
As long as the 3PL providers are able to meet the challenges posed by the problems, 
they will be able to reap the benefits. 
 
5.5 CONCLUSIONS 
In this chapter, the impact of RFID on a 3PL provider is studied. As more suppliers 
face mandates by their customers (e.g. Wal-Mart) to become RFID-compliant, it is 
becoming increasingly important for 3PL providers to be able to capitalise on this 
trend. 3PL providers can increase their sales revenues by attracting business from 
suppliers who do not wish to incur the high-costs associated with implementing RFID, 
and who would prefer to outsource this to 3PL providers who provide this service. 
However, before 3PL providers implement RFID, they need to know the benefits they 
can gain, the impact that this new technology has on their shareholder value, and the 
problems that they may face in implementing RFID. With such information, 3PL 
providers can make better decisions and maximize their shareholder value.  
 
We have defined the uses of RFID for 3PL providers, and developed the benefits that 
3PL providers can gain from RFID, which are visibility, improved efficiency and 
product flow, reduced labour costs, responsiveness and security.  
 
We extended the use of the SPM and EVA models, as well as influence diagrams, to 




3PL provider to be analysed. The various variables that affect the ROA/ RONW and 
EVA were determined. Using this and making several assumptions, the impact of 
implementing RFID was studied for the two stages, namely the initial implementation 
of RFID, and 3-7 years after the implementation. Exel’s ROA/ RONW and EVA in 
stage 1 increased by about 2%, and in stage two, increased by about 7.5%. From the 
results, it can be concluded that the implementation of RFID by 3PL providers can 
improve their shareholder value, especially in the long-run.  
 
The contributions of this chapter are: 
1. This chapter has studied the impact to 3PL providers of implementing RFID. 
2. Defined the use of RFID for 3PL providers and developed the benefits of RFID 
for 3PL providers.  
3. Studied the impact of RFID on the shareholder value of a 3PL provider (Exel was 











CHAPTER 6: CONCLUSIONS 
 
6.1 MAIN CONCLUSIONS OF THE THESIS 
The outsourcing trend has brought about a rise in the number of 3PL providers, and 
they have become vital in the global supply chain. The development of outsourcing is 
a recent trend and very limited efforts have been channelled to measuring the 
shareholder value of 3PL providers. In this dissertation, we have applied the SPM and 
EVA models, which measure shareholder value, to four different aspects of 3PL 
providers.  
 
Firstly, we developed the practical value drivers that 3PL providers can adopt to 
improve their shareholder value. We created the generic, business-unit level and 
operating value drivers for 3PL providers. The operating value drivers are of special 
importance as they provide the methods that the 3PL providers can use to improve 
their shareholder value. The operating value drivers for 3PL providers were divided 
into the following categories: improving customer satisfaction, improving sales 
revenues, reducing transportation, warehousing, information technology (IT), 
labour-related, and management and administrative costs. 
  
Secondly, we have used the models to develop a set of recommendations for three 
competitors of the freight forwarding sector of the 3PL industry (Exel, Expeditors and 




decision-making and strategy formulation to achieve an increase in shareholder value 
especially since an increasing number of companies are striving towards aligning their 
goals and actions with the interests of their shareholders.  
 
Thirdly, we have applied the models to study the impact of outsourcing on a 
manufacturer/ retailer and 3PL provider. The results showed that manufacturers/ 
retailers would benefit from increased shareholder value by outsourcing. However, 
3PL providers would have to meet certain conditions in order to achieve an increase in 
shareholder value. From the conditions, it was concluded that the 3PL provider had to 
increase its sales revenue to overcome the impact of increased operating expenses and 
assets. To maximise their sales revenue, 3PL providers should choose their customers 
carefully. From this conclusion, a set of criteria that 3PL providers should use to 
choose a customer was developed. The criteria includes choosing the customer based 
on the type of industry the customer is in, the customer’s logistics spend, the 
importance of the customer, the type and geography of the market the customer is in/ 
expanding into, and lastly the type of services the customer needs.  
 
Finally, we use the models to predict the impact that RFID will have on the 
shareholder value of a 3PL provider. We defined the uses of RFID for 3PL providers, 
and developed the benefits that 3PL providers can gain from RFID, which are 
visibility, improved efficiency and product flow, reduced labour costs, responsiveness 




(for illustration purposes) using the SPM and EVA models. From the results, it was 
concluded that the implementation of RFID by 3PL providers can enable 3PL 
providers to improve their shareholder value, especially in the long-run.  
 
6.2 FUTURE RESEARCH 
This research can be extended in various ways. We could relax the assumption that the 
3PL providers were from the freight forwarding industry, and extend the analysis to 
include 3PL providers in other sectors of the 3PL industry. Fourth-party logistics (4PL) 
services, which are becoming an important aspect of meeting customer’s needs in the 
global supply chain, can be studied. 3PL providers, such as Exel, have begun offering 
4PL services to their customers. The impact of these services on shareholder value can 
be an area of future research.  
 
The influence diagrams that are developed in this thesis to illustrate the impact of 
outsourcing on the shareholder value of a manufacturer/ retailer and a 3PL provider, 
as well as the impact that RFID has on the shareholder value of a 3PL provider, can be 
used in systems dynamic models. This would require more accurate and extensive 
data, which will need to be obtained directly from 3PL providers. With such data, 
more insights into shareholder value creation can be obtained.  
 
Another area of future research would be to extend the use of the SPM and EVA 




shareholder value. For example, in the thesis, we have developed a set of criteria for 
3PL providers to choose a suitable customer who would maximize their shareholder 
value. The impact of different customers, who fulfil different aspects of this set of 
criteria, on the shareholder value can be studied using the SPM and EVA models.  
 
An interesting area in which this thesis could be extended would be to apply the SPM 
and EVA models to an Asian context. Asia is rapidly developing and businesses are 
moving their manufacturing and certain services (e.g. call centres) to benefit from 
lower manufacturing and labour costs.  The shareholder value for 3PL providers 
created by such a trend can be examined.  
 
It should be noted that the research is primarily focused on the 3PL industry. This 
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Appendix 1: Methods of Measuring Value 
(Lambert, Burduroglu 2000, p.2) 
 
1. Customer Satisfaction 
Customer satisfaction occurs when an organisation satisfies all the requirements of 
their customers (Bluestein, Moriaty & Sanderson, p. 1; Lambert, Burduroglu 2000, p. 
2). Companies can conduct customer service audits using surveys, interviews and 
focus groups.  Customer satisfaction is an important value metric as it aligns the 
company’s product and service with the needs of its customers.  
 
2. Customer Value-Added 
Customer value analysis uses information from customers to show how customers 
make decisions. The value metric, Customer Value-Added (CVA) is a popular method 
in customer value analysis to measure customer satisfaction.  
 
3. Total Cost Analysis 
The goal of total cost analysis is to compare the costs of doing business with one 
company with those of a competitor, and to show the financial benefits to the 
customer associated with the company’s higher service levels (Lambert, Burduroglu 
2000, p. 7). 
 
4. Profitability Analysis 




the impact not just on cost but also on revenue since customer service levels can 
influence customer sale’s volume. (Lambert, Burduroglu 2000, p. 8).  
 
The table below provides the advantages and disadvantages of the methods of 
measuring shareholder value.  
Value Metrics Advantages Disadvantages 
Customer 
Satisfaction 
z Has a direct impact on the 
bottom line through revenues 
and total logistics costs 
z Improves market share 
z Enables alignment of services 
with customers needs 
z Relatively easy to obtain 
these measures 
z Customer does the work (e.g. 
by filling out the survey) 
z Suppliers leave it to the 
customer to determine if the 
level of satisfaction justifies 
paying a premium price or 
purchasing more from the 
supplier 
z Not adequate to measure value. 
z Need to relate customer 
satisfaction levels with revenue 
streams as well as costs 
Customer 
Value-Added (CVA) 
z Based on the concept that 
value in excess of price leads 
to higher sales, profit and 
shareholder value 
z Relatively easy to obtain 
these measures 
z Customer does the work (e.g. 
by filling out the survey) 
z Suppliers leave it to the 
customer to determine if the 
level of satisfaction justifies 
paying a premium price or 
purchasing more from the 
supplier 
z CVA scores do not convert 
easily into customer benefits 
that justify a premium price or 
increased purchase volumes 
Total Cost Analysis z Price and related costs are 
considered 
z Managers can improve profits 
by decreasing the total cost  
z Assumes that suppliers under 
consideration are revenue 
neutral (from a customer’s 
standpoint) in order to 
achieve depth in the analysis 
z Does not measure the cost of 
assets other than inventory and 
accounts receivables 
z More time consuming since it 
has to be done for each 
individual customer 








z Good metric when there are 
revenue implications to 
supplier section  
z Short-term view 
z Does not consider investment in 
assets (except inventory and 
accounts receivable) required to 
achieve earnings 
z Need revenue and cost data of 
supplier. Customers may not 
have these data or be willing to 
share the supplier data 
z Requires sophisticated 
accounting system  
Strategic Profit model 
and Economic 
Value-Added (EVA) 
z Focus on shareholder value 
z Recognizes the time value for 
money and the risk of 
investment 
z Long-term orientation since it 
considers earnings and also 
the investment needed to 
generate those earnings both 
now and in the future 
z Most financially 
comprehensive  
z Overcomes inadequacies of 
traditional financial 
measurements 
z Reliable and consistent 
method of measuring the 
value of business, and how 
alternative strategies and 
investments will affect the 
company’s total shareholder 
value  
z Implementation related 
concerns in the areas of 
discount rates, planning period, 
and projected cash flows 
(missing linkage between the 
business strategy and 
shareholder value) 
z Most data intensive 
z Most time consuming and 










Appendix 2: Definition of terms in the Income Statement  
 
There are various financial terms that are used in the income statement of a company. 
The definitions of the terms used in this thesis for the SPM and EVA models are 
provided below (Understanding Income Statements, www.ameritrade.com; Woelfel 
1994). 
Sales: 
The total revenue generated from the sale of all the company’s products or services. 
Sales discounts, sales returns and allowances are shown as adjustments to total sales.  
Cost of Goods Sold (COGS): 
The cost to the company of the merchandise sold to the customer during the period. It 
includes the money spent on raw materials, manufacturing and labour costs.  
Operating Income: 
A company’s earnings obtained from its core operations after deducting its cost of 
goods sold and general operating expenses.  
General operating expenses: 
Normal expenses incurred in the day-to-day operation of a business. Includes sales or 
marketing expenses, salaries, rent, and research and development costs.  
Earnings before interest and taxes (EBIT): 
Sum of operating and non-operating income.  
Income Tax: 




Appendix 3: Definition of terms in the Balance Sheet  
 
There are various financial terms that are used in the balance sheet of a company. The 
definitions of the terms used in this thesis for the SPM and EVA models are provided 
below (Understanding Balance Sheets, www.ameritrade.com; Woelfel 1994). 
Assets: 
Economic resources that are expected to produce economic benefits for its owners. 
Assets can include buildings, machinery, patents or copyrights. 
Current Assets: 
Assets that are usually converted to cash within one year. The three main components 
of current assets are cash, accounts receivable and inventory.   
Cash: 
The most basic form of assets for a company. Includes currency, bank accounts 
without restrictions, checks and drafts. 
Accounts Receivable: 
Represents the money clients owe the company.  
Inventory: 
Stock of materials used to manufacture the products or the products themselves before 
they are sold.  
Fixed assets: 
Tangible assets with a useful life greater than one year. Refers to items such as 





Non-physical assets such as copyrights, franchises and patents. 
Liabilities: 
Obligations a company owes to outside parties. They represent rights of others to 
money or services of the company. Includes bank loans, debts to suppliers and debts 
to employees. 
Current Liabilities: 
Obligations that are usually paid within one year. Includes accounts payable, interest 
on long-term debt, taxes payable, and dividends payable.  
Accrued Liabilities: 
Liabilities that exist at the end of an accounting period but that have not yet been 
recorded. 
Long-term Debt: 
A form of liability with a period greater than one year. It usually refers to loans that a 
company takes out.  
Accounts payable: 
Debts owed to suppliers for the purchase of goods and services.  
Shareholder’s equity: 







Appendix 4: Calculation of Strategic Profit Model (SPM) 
 
  Year 
Sales input 
Total Operating Expenses input 
Earnings Before Interest and Taxes 
(EBIT) 
Sales - Total Operating Expenses 
Interest Expense input 
Pre-tax Income EBIT - Interest Expenses 
Income Taxes input 
Net Profit  Pre-tax Income - Income Taxes 
Net Profit Margin Net Profit/ Sales 
    
Inventory input 
Accounts Receivable input 
Other Current Assets input 
Cash input 
Total Current Assets 
Inventory + Accounts Receivable + Other Current Assets + 
Cash 
Fixed Assets input 
Other Assets input 
Total Assets Current Assets + Fixed Assets + Other Assets 
Asset Turnover Sales / Total Assets 
    
Return on Assets (ROA) Net Profit Margin * Asset Turnover 
Total Equity input 
Financial Leverage Total Assets / Total Equity 










Appendix 5: Calculation of Economic Value-Added (EVA) 
 
  Year 
Earnings Before Interest and Taxes, EBIT input 
Income Tax input 
NOPAT (Net operating Profit after Tax) EBIT - Tax 
    
Total Assets input 
Current Liabilities input 
Capital Investment (C) Total Assets – Current Liabilities 
    
Total Equity (shareholder's funds/ equity) input 
Average Equity Proportion total equity/total assets 
Equity Cost input 
Average Debt Proportion 1 - average equity proportion 
Debt Cost (Debt Interest Rate) interest expense/LT debt 
Tax Rate input 
Cost of Capital (COC) average equity proportion * equity cost +  
  average debt proportion * debt cost * (1-tax 
rate) 
    
Capital Charge C*CCR 
EVA NOPAT - COC 












Appendix 6: Benefits of Outsourcing to a Manufacturer/ Retailer 
 
Benefits of outsourcing to a 
manufacturer/ retailer 
Why? 
Increased focus on its core 
competencies (area of expertise) 
 
z A manufacturer or retailer’s strength is in selling directly to its 
customers. 3PL providers take over back-end operations and 
fulfilment thereby helping manufacturers/ retailers to focus.  
z Removes internal functions that are not core competencies. 
z Frees management from repetitive mundane tasks. 
z Reduces the capital investment in assets such as warehouses, 
trucks, technology assets etc. which can be used on new projects, 
expansion into new markets, and to improve products and services. 
Improved customer service 
 
z 3PL providers enable their clients to achieve superior service 
through lower costs, shortened inventory cycle, increased 
efficiency, improved order accuracy, and lower capital 
investments. 
z With a more lean supply chain that is more productive and 
efficient, manufacturers/ retailers can respond better to the 
changing demands of customers. 
z By outsourcing, the manufacturer/ retailer can focus on new 
projects, expand into new markets, and improve their products and 
services.  
Reduced operating expenses z Reduced administration costs  
- includes reduction in administration costs associated with 
distribution centres, customer service and expediting 
- improved order accuracy, bill consolidation and information 
correctness will result in accelerated invoice payment 
z Reduced Labour costs: 
- eliminate the need to recruit and train qualified employees in a tight 
labour market 
- remove the need to increase or reduce the number of staff as the 
manufacturer/retailer expands or contracts 
z Reduced inventory carrying costs: 
- expenses associated with excess inventory (such as insurance, 
shrinkage, damage) is reduced 
z Reduced transportation costs: 
- 3PLs can get greater volume-based discounts than 
manufacturers/retailers can get on their own due to the 
consolidation of shipments from many customers  
- access to leading practices and “best of breed” transportation 
management systems 




- access to leading practices and “best of breed” warehousing 
management systems 
- lower inventory levels due to improved operations and increased 
throughput reduces the warehouse space needed 
z Benefit from access to technology that can improve efficiency and 
lower costs. 
z Minimise taxes through a well-planned global manufacturing and 
distribution strategy. 
Increased efficiency and 
productivity  
z Improved plant performance. 
z Companies have access to world-class capabilities (skills) and new 
technology to improve efficiency and productivity. 
z As requirements change and technology advances, 3PL providers 
keep updating their information technology (IT) and equipment. 
By using a 3PL provider, manufacturers/retailers have access to 
these resources. 
z Manufacturers/retailers that would like to expand geographically 
can do so by employing a 3PL provider with facilities in these 
locations. This removes the need to commit capital and limit 
flexibility by constructing a new facility or committing to a 
long-term lease.  
Shortened inventory cycles z Through more efficient operations (e.g. warehousing, 
transportation), 3PL providers reduce the inventory cycle time and 
increase the throughput for their customers.  
z Reduce safety stocks, inventory obsolescence and stock-outs 
related to volume fluctuations. 
z Improved cycle time accelerates the cash-to-cash cycle time. 
Lower fixed assets z When outsourcing takes place, fixed assets, such as warehouses, 
technology assets and trucks, are reduced partially or completely. 
These assets can be leased out or bought by the 3PL provider. 
Freed-up capital resources 
 
z Outsourcing releases capital for investment elsewhere in the 
business. 
z With a 3PL provider, manufacturers/ retailers can avoid large 
expenditures in the early stages of a business 
z Outsourcing can make the manufacturer/ retailer more attractive to 
investors, since the manufacturer/ retailer can invest more capital 
into revenue-generating activities 
z The technology needed for logistics is becoming increasingly 
sophisticated and expensive.  By partnering with a 3PL provider 
who has made this large investment in the technology, 
manufacturers/ retailers benefit without sacrificing their own 
capital. 
Business Risk alleviation z Reduce business risks such as inventory obsolescence and 









    Cons   Cons (R)   Cons 
    12/31/2002   12/31/2001   12/31/2000 
12 months 12 months 12 months 
Unqual Qualif n.a. Unqual 
th GBP th GBP th GBP 
    AR       
        
        Operating Revenue / Turnover 4,643,000 4,517,400 4,386,500 
            Sales 4,643,000 4,507,200 4,386,500 
        Costs of Goods Sold -185,000 -270,400 -229,900 
        Gross Profit 4,458,000 4,247,000 4,156,600 
        Other Operating Items -4,128,400 -3,942,800 -3,853,000 
        Depreciation/Amortization -125,800 -116,800 -111,700 
        Operating P/L 203,800 187,400 191,900 
            Interest Income 10,200 11,800 20,500 
            Interest Expense -23,000 -32,900 -36,200 
        Financial P/L -12,800 -21,100 -15,700 
        Other non Oper./Financial Items -10,400 -38,000 -90,900 
        Operating Income 203,600 161,200 121,500 
        P/L before Tax 180,600 128,300 85,300 
        Taxation -57,400 -53,100 -57,600 
        P/L after Tax (NOPAT) 123,200 75,200 27,700 
        Extraord. & Oth. Items -6,400 -7,800 -10,400 
        P/L for Period 116,800 67,400 17,300 
        
        Material Costs -185,000 -270,400 -229,900 
        Costs of Employees -1,378,900 -1,298,400 -1,174,600 
        
        Cash Flow 242,600 184,200 129,000 
        Added Value 1,481,600 1,365,700 1,171,300 
 
 
                                                        
4 The income statements and balance sheet data were obtained from the official Annual Reports of the respective 





BALANCE SHEET  
    Cons   Cons (R)   Cons 
    12/31/2002   12/31/2001   12/31/2000 
12 months 12 months 12 months 
Unqual Qualif n.a. Unqual 
th GBP th GBP th GBP 
    AR       
        
        Current Assets 1,433,100 1,389,700 1,364,100 
            Stocks 9,200 13,900 16,200 
            Debtors 643,300 644,500 647,200 
            Others 780,600 731,300 700,700 
                Cash & Cash Equivalent 170,500 136,000 199,400 
        Fixed Assets 1,041,200 1,011,100 908,400 
            Tangible Fixed Assets 576,200 569,000 573,300 
            Intangible Fixed Assets 415,800 389,800 266,900 
            Other Fixed Assets 49,200 52,300 68,200 
        Total Assets 2,474,300 2,400,800 2,272,500 
        
        Current Liabilities 1,058,900 979,600 996,900 
            Loans 18,600 26,200 122,700 
            Creditors (A/cs payable) 321,000 309,400 319,800 
            Other (accured expenses) 719,300 644,000 554,400 
        Non Current Liabilities 516,800 560,900 458,600 
            Long Term Debt 273,800 299,200 232,700 
            Other Non Current Liabilities 243,000 261,700 225,900 
        Total Liabilities 1,575,700 1,540,500 1,455,500 
        Shareholders Funds (Total 
Equity) 898,600 860,300 817,000 
            Capital 82,800 82,700 82,600 
            Other 815,800 777,600 734,400 
        Total Shareh. Funds & Liab. 2,474,300 2,400,800 2,272,500 
        
        Working Capital 331,500 349,000 343,600 
        Total Liabilities & Debt 1,575,700 1,540,500 1,455,500 
        








   
In thousands 
except share data     
Years ended December 
31, 2002 2001 2000  
       
          
Revenues:         
Airfreight $ 1,206,057 971,980 1,053,461  
Ocean freight and ocean 
services  728,174 590,684 542,411  
Customs brokerage and 
import services  362,672 320,406 310,854  
    
  Total revenues  2,296,903 1,883,070 1,906,726  
    
Operating Expenses:         
Airfreight consolidation  921,103 717,478 828,033  
Ocean freight 
consolidation  564,060 451,803 427,437  
Customs brokerage and 
import services  129,527 107,253 102,901  
Salaries and related costs  359,769 325,545 290,581  
Rent and occupancy 
costs  40,816 36,294 29,253  
Depreciation and 
amortization  22,725 23,544 22,481  
Selling and promotion  19,796 20,163 20,231  
Other  68,098 54,973 58,285  
    
  
Total operating 
expenses  2,125,894 1,737,053 1,779,202  
    
  Operating income  171,009 146,017 127,524  
    
          
          
Other Income (Expense):         





Interest expense  (178) (521) (432) 
Other, net  860 (403) (71) 
    
  Other income, net  6,981 8,277 5,824  
    
Earnings before income 
taxes  177,990 154,294 133,348  
Income tax expense  65,461 57,051 50,313  
    
  Net earnings $ 112,529 97,243 83,035  
      
Basic earnings per share $ 1.08 .93 .81  
      
Diluted earnings per 
share $ 1.03 .89 .76  
      
Weighted average basic 
shares outstanding  103,892,827 104,159,504 102,305,240  
      
Weighted average diluted 
shares outstanding  108,881,369 109,741,340 109,358,036  
      
Note: All share and per share amounts have been adjusted to reflect a 2-for-1 stock split effected in June 2002.
















except share data      December 31, 2002  2001  
        
        
Current Assets:       
Cash and cash equivalents $ 211,859 218,677  
Short-term investments  87 57  
Accounts receivable, less allowance for 
doubtful       
  
accounts of $12,135 in 2002 and $10,410 in 
2001  385,864 283,414  
Other  7,676 9,109  
   
  Total current assets  605,486 511,257  
   
        
Property and Equipment:       
Buildings and leasehold improvements  112,512 89,179  
Furniture, fixtures, equipment and purchased 
software  120,487 111,585  
Vehicles  3,514 3,685  
   
   236,513 204,449  
Less accumulated depreciation and 
amortization  113,683 100,611  
   
   122,830 103,838  
Land  82,136 20,007  
   
Net property and equipment  204,966 123,845  
Goodwill, net  5,299 5,299  
Deferred Federal and state income taxes  11,008 12,156  
Other assets, net  53,189 35,880  
   
  $ 879,948 688,437  
     
Current Liabilities:       




Accounts payable  248,302 195,826  
Accrued expenses, primarily salaries and 
related costs  79,847 59,843  
Deferred Federal and state income taxes  9,678 7,651  
Federal, state, and foreign income taxes  16,990 8,788  
   
  Total current liabilities  356,136 273,814  
   
        
Shareholders’ Equity:       
Preferred stock, par value $.01 per share       
  Authorized 2,000,000 shares; none issued  – –  
Common stock, par value $.01 per share       
  Authorized 320,000,000 shares;       
  issued and outstanding 104,220,940 shares       
  
at December 31, 2002 and 103,223,708 
shares       
  at December 31, 2001       
   1,042 1,032  
Additional paid-in capital  21,701 15,588  
Retained earnings  512,036 411,992  
Accumulated other comprehensive loss  (10,967) (13,989) 
   
    Total shareholders’ equity  523,812 414,623  
   
Commitments and contingencies       
  $ 879,948 688,437  
     
Note: All share and per share amounts have been adjusted to reflect a 2-for-1 stock split effected in June 2002. 
See accompanying notes to consolidated financial statements. 
  
DECEMBER 31,  2001 2000 
   
CURRENT ASSETS:        
Cash and cash equivalents $ 218,677 169,005  
Short-term investments   57 1,884  
Accounts receivable, less allowance for 
doubtful accounts         
  of $10,410 in 2001 and $11,825 in 2000   283,414 347,114  
Other   9,109 4,782  




  Total current assets   511,257 522,785  
     
         
PROPERTY AND EQUIPMENT:        
Buildings and leasehold improvements   89,179 77,726  
Furniture, fixtures, and equipment   111,585 92,277  
Vehicles   3,685 4,669  
     
    204,449 174,672  
Less accumulated depreciation and 
amortization   100,611 83,640  
     
    103,838 91,032  
Land   20,007 15,615  
     
Net property and equipment   123,845 106,647  
Deferred Federal and state income taxes   12,156 8,830  
Other assets, net   41,179 23,478  
     
  $ 688,437 661,740  
     
         
CURRENT LIABILITIES:        
Short-term debt $ 1,706 4,671  
Accounts payable   195,826 229,534  
Accrued expenses, primarily salaries and 
related costs   59,843 42,801  
Deferred Federal and state income taxes   7,651 5,699  
Federal, state, and foreign income taxes   8,788 17,251  
     
  Total current liabilities   273,814 299,956  
     
         
SHAREHOLDERS' EQUITY:        
Preferred stock, par value $.01 per share        
  Authorized 2,000,000 shares; none issued  — —  
Common stock,        
  par value $.01 per share         
  Authorized 160,000,000 shares;        
  issued and outstanding 51,611,854         
  
shares at December 31, 2001 and 
51,451,163        
  shares at December 31, 2000   516 515  




Retained earnings   411,992 333,049  
Accumulated other comprehensive loss   (13,989) (9,166) 
     
  Total shareholders' equity   414,623 361,784  
     
Commitments and contingencies        
  $ 688,437 661,740  
     
         
See accompanying notes to consolidated 






















Eagle Global Logistics (EGL) (www.eaglegl.com): 
Income Statement: 
 Dec-02 Dec-01 Dec-00 Dec-99 Dec-98
Net Sales or Revenues 1,869.33 1,671.99 1,861.21 595.17 417.08
Cost of Goods Sold 1,537.49 1,377.99 1,490.15 333.80 326.57
Depreciation, Depletion & 
Amortization 30.53 33.03 30.01 6.29 4.27
Gross Income 301.32 260.97 341.05 255.08 86.24
Selling, General & Admin 
Expenses 274.38 296.09 263.01 210.09 54.02
Other Operating Expenses 0.00 0.00 0.00 0.00 0.00
Other Expenses - Total 1,842.40 1,707.11 1,783.17 550.18 384.86
Operating Income 26.94 -35.12 78.04 44.99 32.22
Extraordinary Credit - Pretax 8.92 0.00 0.00 0.00 0.00
Extraordinary Charge - Pretax 6.19 24.05 67.39 0.00 0.00
Non-Operating Interest Income 2.13 2.65 3.43 2.30 1.78
Reserves - Inc(Dec) 0.00 0.00 0.00 0.00 0.00
Pretax Equity in Earnings 0.00 0.00 0.00 0.00 0.00
Other Income/Expenses - Net 0.99 5.36 3.62 0.00 0.00
Earnings Before Interest and 
Taxes (EBIT) 32.80 -51.16 17.69 47.29 34.00
Interest Expense On Debt 9.21 10.54 5.20 0.00 0.00
Interest Capitalized 0.00 0.00 0.00 0.00 0.00
Pretax Income 23.59 -61.71 12.50 47.29 34.00
Income Taxes 5.90 -25.83 13.16 18.97 12.96
  Current Domestic Income Taxes -4.99 -27.92 12.10 19.38 11.91
  Current Foreign Income Taxes 9.51 7.48 12.34 0.27 0.02
  Deferred Domestic Income Taxes 2.09 -5.33 -10.97 -0.57 1.10
  Deferred Foreign Income Taxes -0.71 -0.07 -0.30 -0.12 -0.07
  Income Tax Credits 0.00 0.00 0.00 0.00 0.00
Minority Interest 1.01 1.16 1.65 -0.17 0.00
Equity in Earnings -7.47 -3.15 1.60 0.00 0.00
After Tax Income/Expense 0.00 0.00 0.00 0.00 0.00




Net Income Before Extra 
Items/Preferred Div 9.22 -40.18 -0.72 28.50 21.03
Extra Items & Gain(Loss) Sale of 
Assets 0.21 0.00 0.00 0.00 0.00
Net Income Before Preferred 
Dividends 9.43 -40.18 -0.72 28.50 21.03
Preferred Dividend Requirements 0.00 0.00 0.00 0.00 0.00
Net Income Available to 
Common 9.22 -40.18 -0.72 28.50 21.03






















Assets Dec-02 Dec-01 Dec-00 Dec-99 Dec-98 
Cash and ST 
Investments 127.49 86.30 73.06 52.39 49.68 
Receivables (Net) 385.26 379.50 507.09 109.00 69.58 
Total Inventories 0.00 0.00 0.00 0.00 0.00 
Raw Materials 0.00 0.00 0.00 0.00 0.00 
Work in Progress 0.00 0.00 0.00 0.00 0.00 
Finished Goods 0.00 0.00 0.00 0.00 0.00 
Progress 
Payments & Other 0.00 0.00 0.00 0.00 0.00 
Prepaid Expenses 0.00 0.00 0.00 0.00 0.00 
Other Current 
Assets 39.18 59.31 28.16 6.53 3.91 
Current Assets - 
Total 551.92 525.10 608.31 167.92 123.16 
Long-Term 




40.04 46.02 52.72 0.00 0.00 
Other Investments 0.64 0.00 0.00 0.00 0.00 
Property, Plant & 
Equipment - Net 157.40 152.92 153.35 28.18 21.96 
  
Property, Plant & 
Equipment - 
Gross 
296.59 264.79 254.21 41.29 30.18 
  Accumulated Depreciation 139.18 111.86 100.86 13.11 8.21 
Other Assets 94.97 93.14 85.38 12.89 11.21 
  Deferred Charges 0.00 0.00 0.00 0.00 0.00 
  Tangible Other Assets 13.09 14.24 9.12 1.82 0.00 
  Intangible Other Assets 81.88 78.90 76.25 11.07 0.00 
Total Assets 844.98 817.18 899.75 208.99 156.34 
Liabilities & Shareholders 





Accounts Payable 232.32 216.07 260.80 12.66 4.54 
ST Debt & Current 
Portion of LT Debt 5.64 8.56 3.43 0.00 0.00 
Accrued Payroll 31.22 27.98 29.07 18.68 14.06 
Income Taxes 
Payable 2.60 0.00 0.00 0.00 0.00 
Dividends Payable 0.00 0.00 0.00 0.00 0.00 
Other Current 
Liabilities 78.64 62.32 79.00 30.75 18.69 
Current Liabilities - 
Total 350.41 314.93 372.30 62.08 37.29 
Long-Term Debt 103.99 106.48 91.05 0.00 0.00 
Provision for Risks 
and Charges 0.00 0.00 0.00 0.00 0.00 
Deferred Income 0.00 0.00 0.00 0.00 0.00 
Deferred Taxes -1.61 19.16 18.86 3.10 0.00 
Deferred Tax 
Liability in Untaxed 
Reserves 
0.00 0.00 0.00 0.00 0.00 
Other Liabilities 6.79 3.49 2.98 0.00 0.00 
Total Liabilities 459.59 444.06 485.20 65.18 37.29 
Non-Equity 
Reserves 0.00 0.00 0.00 0.00 0.00 
Minority Interest 8.85 7.03 10.78 0.18 0.00 
Preferred Stock 0.00 0.00 0.00 0.00 0.00 
Common Equity 376.54 366.09 403.77 143.63 119.05 
  Common Stock 0.05 0.05 0.05 0.03 0.02 
  Capital Surplus 148.68 156.54 150.13 81.31 70.26 





0.00 -0.64 -27.11 0.00 0.00 
  Unappropriated (Free) Reserves 0.00 0.00 0.00 0.00 0.00 
  Retained Earnings 274.15 264.71 304.89 77.63 49.13 















-0.09 -2.02 0.00 0.00 0.00 
  Treasury Stock 17.77 17.53 24.20 14.57 0.00 
Total Liabilities & 
Shareholders 
Equity 
844.98 817.18 899.75 208.99 156.34 
Common Shares 
Outstanding (th) 47,054.00 48,939.00 48,411.00 28,431.00 28,687.50 
in millions of USD  
 
 
 
 
 
